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INTRODUCTION

OnApril13, 2017, Aquarion Water Company of Ma
ACompanyo) fil edDeap grettmentonofwiRuhbltihce Ut i | i ti es
to G.L. c. 164, 894, and G.L. c. 165, § 2, for a general increase in water rates of
$2,346,708. The Company based its proposed increase on a test year ending Dece3tiper
2016 Exh. TMD at 8; Petition, T 4). During the proceeding, Aquarion revised iteequested
increaseto $2,229,727(Exh. 2 (Rev. 3), Sch. 1). The Department docketed the petition as
DPU. 1790 and suspended t he efdropasedarifentidat e of ¢t}
March 1, 2018, for further investigation. The Department further suspended the effective
date of the Company&6s pt, 2008 asa ksult ddsubséqlientu nt i | N
filings. D.P.U. 17-90, Suspension Order (Aprill8, 2018); D.P.U. 17-90, Suspension Order
(November3, 2017); D.P.U. 17-90, Suspension Order (August 24, 2017)Aquar i ondés | a

general rate increase was approved by the Department on M&@h2012. Aquarion Water

Company of Massachuseft®.P.U. 11-43 (2012).

I. PROCEDURAL HISTORY AND BACKGROUND

On November28, 2017, the Department approved a petition filed by Eversource

Energy (AEversourceo) and MacquaGQGlL @ 1689,882,1 i ti es

! In its initial filing, the Company submitted a proposed tariff M.D.P.UNo. 3 to
replace its current tariff, M.D.P.U. No. 2-A. During the course of this proceeding,
the Company twice replaced the proposed tariff with M.D.P.WNo. 3-A and
M.D.P.U. No. 3-B, respectively, to facilitate extensions of the procedural schedule
and the effective date of the proposed rates, but madeatber changes to the
proposed language or rates. The Department will refer to proposed M.D.P.No. 3
throughout this Order.
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and G.L. c. 164, 8 96, for a change of control of MUI to Eversource. SeeD.P.U. 17-90,

Interlocutory Order atl-2 (March 9, 2018); Eversource Energy/Macquarie Utilities, In¢.

D.P.U. 17-115, at 7576 (November28, 2017). Beginning in 2007, MUI held a controlling
interest in Aquarion Company, Aquarion Water Company, Aquarion and related sdibsies.
D.P.U. 17-115, at3. On December4, 2017, Aquarion Water Company became a
wholly-owned subsidiary of Eversource, and MUl was subsequently renamed Eversource
Aquarion Holdings, Inc. Exhs. AG 3-98; AG 8-3, Atts. A&B). SeealsoD.P.U. 17-115,
at6.?

Aquarion serves approximately 19,77@istomers in five communities comprising two
service areaskExh. Towns7-20, Att. A at 101-103). Service Area A includes a portion of
the Town of Cohasset ( fiCo lusteners;tthe Jowwmfi t h appr ox
Hingham (AHinghamo) wiuadht amper oxianad etllye 8T AW ¢
with approximately 4,638customers Exh. Towns7-20, Att. A at 101). Service AreaB
consists of the Town of Mil | burcustonégrsshdtheé bur y o)
Town of Oxford (fAOxf or doustomensxh Tavpsg-2OpAtti Anat el y
at 102-103).

On May 1, 2017, the Attorney General of the Commonwealth of Massachusetts

(AAttorney Generalo) filed a cnl2t8ilkE@). O i nterv

Aquarion Company is the parent company of Aquarion Water Company, and
Aquarion Water Company is the parent company of Aquami, Aquarion Water
Capital of Massachusetts, Inc., and affiliates in Connecticut and New Hampshire
(Exhs. JPW; JPW1; AG 3-98).



D.P.U. 17-90 Page3

July 13, 2017, the Department granted intervenor status to Hingham, Hull, and Oxfdrd.

Pursuant to notice duly issued, the Department conducted two public hearings in the

Company06s service areas: (1) fordron dIp19/201@.n Jul vy

On December 2 , 2017, the Tax Cuts and Jobs Act

signed into law. Among other things, the 2017 Tax Act reduced the federal corporate
income tax rate from 35percent to 21percent, effective Januarg, 2018. On February2,

2018, the Department opened an investigation into the effect of the decrease in the federal
corporate income tax rates on the rates charged by investaned electric, gas, and water
companies, based on the finding that it was appr@te to promptly adjust rates so that
ratepayers would receive the benefits from the decrease in the federal corporate income tax.

Investigation by the Department of Public Utilities, on its own Motion, into the Effect of the

Reduction in Federal Income 8x Rates on the Rates Charged by Electric, Gas, and Water

CompaniesD.P.U. 18-15, Order Opening Investigation at-2 (February 2, 2018). In its

Order Opening Investigation iD.P.U. 18-15, the Department directed affected companies to
(1) account for anyrevenues associated with the difference between the previous and current
corporate income tax rates as of Januaty 2018, and (2)account for excess recovery in
rates of accumul ated deferred income taxes
corporae income tax as of Januarg, 2018. The Department directed the affected companies

to book such amounts as regulatory liabilities, effective Janudry2018, to be refunded to

3 Although Hingham and Hull submitted separate petitions to intervene, the two towns

issued joint discovery and briefssée e.g., Exh. Towns 1-1).

(A
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ratepayers in a manner to be determined by the DepartmeBtP.U. 18-15, Order Opening
Investigation atb.
The Department also directed the affected companies to file, on or before, May
2018 a proposal, accompanied by testimony and supporting documentation, to address the
effects of the2017 TaxAct and, in particular, a propsal to reduce rates, effective July,
2018, through the establishment of a revised cost of service incorporating the lower federal
corporate income tax rate in effect as of January 1, 2018, and holding all other components
used to design rates constanD.P.U. 18-15, Order Opening Investigation &-6. The
Department directed the companies to address in their respective proposals the adjustment of
rates going forward and also incorporate the timely refund of revenues associated with the
lower tax expene on current income and excess ADIT, and any other related adjustment
necessitated by th2017 TaxAct. D.P.U. 18-15, Order Opening Investigation &.
Recogni zing Aquariondés pending rate proceedin
submit supplemetal testimony and exhibits addressing these issues in the instant docket as
well. D.P.U. 1815, Order Opening Investigation af.
On February9, 2018, Aquarion filed a Motion for Amendment of Filing and
Procedural Schedule as well as supplementaltegsiiny and exhi bi ts (fiamend
Aquarion proposed to make the following amendments to its filing: (1) revise its cost of

service to incorporate changes aDsPsW t7ilebt ed wi t

4 The Department established the Mdy 2018 deadline to provide the affected

companies sufficient time to conduct a comprehensive review of the 2017 Tax Act.
D.P.U. 1815, Order Opening Investigation & n.6.
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that approved the Eversource acquisit; (2) incorporate changes associated with the
reduction of the federal corporate income tax rate fro8d to 21 percent as a result of the
20l7Tax Act, al so wunder r evDPUwv18ilMdodkd;endDepar t men
(3) propose a capital investmermbst recovery mechanisii i Me ¢ h a nDi.PSUmI7-po,
Interlocutory Order at3, 14. Additionally, in its amended filing, the Company made other
corrections and updates, arising primarily from the discovery proceBExtis. AWC-TMD -1,
at 6-7; AWC-TMD-5, at 1-2). The Company proposed to modify the procedural schedule
and extend the effective date of the proposed rate increase an additionala38 in order to
accommodate its amended filing with respect to these changes?.U. 17-90, Motion for
Amendment ofFiling and Procedural Schedule dt, 2 (February9, 2018); seealso

D.P.U. 17-90, Interlocutory Order at4.

On February 16, 2018, the Attorney General, Oxford, and Hingham and Hull filed
oppositions to th®enFewuap2ad 2018 the Qdapany filed a reply to
the intervenorsd oppositions.,

On March 9, 2018, the Department issued an Order allowing Aquarion to amend its
filing, subject to certain findings. D.P.U. 17-90, Interlocutory Order at21. Specifically, the
Department allowed théollowing aspects of the amended filing: (1the changes associated
with the Depar tDR&NIU7-D1S; (2) dorrections ang revisions that arose
during the course of the proceeding; (3he effects of the reduced federal corporate income

taxr ate on the Companyo6és proposed revenue requi

Hingham and Hulfiled a joint opposition.
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with the HinghamiHull Water Treatment Plant; and (48he proposed Mechanism for
Department considerationD.P.U. 17-90, Interlocutory Order at15-17, 19-20, 21.
However,th e Depart ment determined that it would i
pass excess ADIT back to customers through an annual rate ctedit the effect of the
federal corporate income tax change for the period Janu&r?2018, through the effective
date of the Compawithidis inyestigatoo iskRIU. 1845. e s
D.P.U. 17-90, Interlocutory Order atl7; D.P.U. 18-15, Order Opening Investigation &-6,
7.
Additionally, the Department determined th
the procedural schedule was insufficient to accommodate review of the propdéechanism
within this proceeding. The Department directed the Company to confirm whether further
suspension of the effective date of its proposed rates and extension of tbegolural schedule

would be reasonable to accommodate review of

As discussed in Sectiol111.Q.3 ., below, the Department issued an Order on
SeptembeR4, 2018, addressing the return to ratepayers of excess ADIT related to the
2017 Tax Act. Investigation by the Department of Public Utiles, on its own

Motion, into the Effect of the Reduction in Federal Income Tax Rates on the Rates
Charged by Electric, Gas, and Water Companjd3.P.U. 1815D at 13-17
(Septembe4, 2018)

The Department will address the refunaf tax savingsthat have accrued between
Januaryl, 2018, and June30, 2018, in phase two of D.P.U.18-15. Investigation by
the Department of Public Utilities, on its own Motion, into the Effect of the
Reduction in Federal Income Tax Rates on the Rates Charged by Etedbas, and
Water CompaniesD.P.U. 18-15-A at 38 (June 29, 2018). That matter remains
pending. Aquarion shall continue to book these amounts as regulatory liabilities
pending resolution of that investigation.
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with the inclusion of theproposed Mechanism D.P.U. 17-90, Interlocutory Order at20.
The Department directed the Company to confer with the othertpes prior to submitting
any such proposed procedural schedulB.P.U. 17-90, Interlocutory Order at21.2 On
March 27, 2018, Aquarion and the Attorney General jointly filed a motion to amend the
procedural schedulé. Due to scheduling issues identified by the Department, on Ail
2018, Aquarion submitted a proposed revised procedural schedule on behalf of all of the
parties, withdrawing the prior motion. The Department established a revised procedural
schedule omApril 11, 2018. D.P.U. 17-90, Procedural Memorandum &t-2 (April 11,
2018). Also on April 11, 2018, the Department issued a Notice of Amended Filing and
Public Hearings.

On May 3, 2018, the Department granted limited participant status to Mountaintéra
Syst ems, |l nc. The Department conducted two
service areas to recei ve Medaansme (1)tinQxfordeaqu ar i o
May 14, 2018; and (2)in Hull on May 23, 2018.

In support of its initial fili ng, Aquarion sponsored the testimony of the following
witnesses: (1)John P. Walsh,vice president ofoperations for Aquarion Water Company;

(2) Troy M. Dixon, director of ratesande gul ati on f or Aquarionodos

The Department found that angrocedurdschedule must provide adequate time for
publication of notice, public hearing, a comment period, and a further opportunity to
intervene, followed by adequate time for investigation.

Hingham, Hull, and Oxford assented to the motion.

a

noé

aff
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Company of Connectiau (i A g@Tad'yi(3pStephen C. Olsongirector of operations for
Aquarion; (4) Joshua A. Unger,senior regulatorycompliancespecialist for AquarionCT,;
(5) McKinley L. Rowe, senior regulatorycompliancespecialist for AquariorCT;** and
(6) John Guastia, president of Guastella Associates, LLC. In support of its amended filing,
Aquarion sponsored the supplemental testimony of Troy M. Dixon.

The Attorney General sponsored the testimony of the following witnesses:
(1) J. Randall Woolridge, Ph.D., professor of finance, Pennsylvania State University;
(2) David J. Effron, consultant, Berkshire Consulting Services; and (Bdmothy Newhard,
analyst, Attorney General s Office of Ratepay
sponsored the testimony of David FRussell, consultant, Russell Consulting, LLC.

The Department held five days of evidentiary hearings between JR8g2018, and
June27,2018. OnJuly2 0, 2018, the Attorney General subn
Gener al Brief o)Hulalnds Hb migthtaend aamdj oi nt i niti al
Briefo).27,0n20Jlu8l,y Aguarion submitted an initia

August3, 2018, the Attorney General submitted a

10 As of March 1, 2018, Mr. Dixon transferred to a similar role within Eversource

(Tr. at 24).

1 McKinley L. Rowe left the employment of AquarionCT prior to the evidentiary

hearings in this proceeding.On June20, 2018, the Hearing Officer granted the
Comp any 6 $or MroDRixorotomappear as aubstitute for Mr. Rowe andadopt
Mr . Roweds t e sandrespanses toieforration requests.
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and Hingham and Hullsubmite d a j oint reply br¥#®h (fAHi nghan
August1 0, 2018, Aquarion submitted a reply brief
record consists ofl,455 exhibits and responses to 2@cord requests

[l COMPLIANCE WITH DEPARTMENTG6 S DI RIEOPUMBKA

A. Introduction

OnJune29, 2018, the Department issued an Or de
should be adjusted to account for the reduced federal corporate income tax rate.

Investigation by the Department of Public Utilities, on its own Mimin, into the Effect of the

Reduction in Federal Income Tax Rates on the Rates Charged by Electric, Gas, and Water

CompaniesD.P.U. 18 15A at 3537 (June 29, 2018). The Department set a revised overall
annual revenue requirement of $16,153,419, a decrease of $399,362 from the revenue
requirement approved i.P.U. 11-43-A. D.P.U. 1815A at 36-37, citing D.P.U. 11-43-A

at 15. Additionally, the Department calculated an additional decrease of $4,816 associated
with Aquariondés Hingham/ Hull water treatment

D.P.U. 1815-A at 37, citing Aquarion Water Company of Massachusetf3.P.U. 11-43-A

at17 (2012) Thus,the Depart ment found that Aquarion Wa
should be reduced by total of $404,178, or 2.44percent, to account for the impact of the

2017 Tax Act. D.P.U. 1815A at 37.

12 Oxford joined the portions of the briefs filed by the Attorney General and

Hingham/Hull addressing th€ o mp a prgpdsed Mechanism



D.P.U. 17-90 Pagel0

As a result of these findings, the Department directed Aquaritmadjust its rates
effective Julyl, 2018, to incorporate the reduction in the federal corporate income tax rate.
D.P.U. 1815A at 37. In the alternative, due to the pendency of the instant base rate
proceeding, the Department determined that the Companay delay this rate change until
the effective date of new rates in this proceeding provided Aquarion take the following
actions: (1)book as a regulatory liability the tax savingdassociated with the lower federal
corporate income tax expense fromlyul, 2018, through the effective date of new rates,
with interest atthe prime rate; and (2)agree to return the regulatory liability amount to
ratepayers, with interest athe prime rate, through a distribution rate credit that will
commenceonthedatt hat new rates are established in ¢t
will terminate one year from that date, unless otherwise directed by the Departntént.
D.P.U. 1815A at 37. In doing so, the Department found that allowing Aquarion the option
to deferthe return of tax savings associated with the period July 1, 2018, through
October31, 2018, with interest atthe prime rate, would ensure that ratepayers are not

harmed by a delay in the implementation of the tax change beyond July 1, 2018, and was

13 Tax savings for the period are based onravised cost of service incorporating the

lower federal corporate income tax rate (from 35 percent to pércent) and holding
all other components used to design rates constaBeeD.P.U. 18-15-A at 36-37.

14 The Department determined that Aquarion shall return the entire regulatory liability to

ratepayers and, to the extent there is a remaining balance after a year, the Company
shall book the remaining balance to Account 317, Other Unadjusteedits.
D.P.U. 1815A at 37 n.34.
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othemise in the public interest because it would minimize the number and magnitude of rate
changes experienced by customerB.P.U. 18-15A, at 37-38.

The Department directed Aquarion, within seven days of that Order, to either
(1) submit new schedules of rates and charges effective July 1, 2018, designed to decrease its
annual water revenue requirement by $404,178, and design new rates based on the rate
design approved in the Comp a nnofiistheDepartment e c e n't
that it intended to defer the JulyL, 2018, rate change, fully consistent with all conditions
described above.D.P.U. 18-15A at 38. The Company neither submittedew schedules of
rates and charges for effect July, 2018, nor notified the Department that it intended to defer
the effect of the Julyl, 2018, rate change until Novembet, 2018. On July 19, 2018,
Aquarion filed a motion for reconsideration of the Depat ment 6 s deci si on. Th
under consideration by the Department B.P.U. 1815."

B. Analysis and Findings

The Departmentds regul ations define three
parties after a final Order of the Department: (1& moion for recalculation; (2)a motion for
reconsideration; and (3& motion for an extension of the judicial appeal periodSee
220CMR 1.11. A final Department Order remains in effect even when a party files one of

these three motions.New England Telepbneand Telegraph CompanyD.T.E. 9857, at 8

(2000). A party must request and be granted a stay of a Department Order if the Order is

15 To the extent that the parties addressed issues under consideration in D.P&15 in

the briefs filed in the instant proceeding, we will not address those arguments here.
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not to become effective while a pogdrder motion is addresed by the Department.
D.T.E. 9857, at 8. A substantial slowing is required by the moving party to obtain a stay
and such stays are not routinely grantéd.

Aquarion did not request a stay of thB.P.U. 18-15-A Order and, therefore, the
Depart ment 6 D.PWI I8k5Aremaireirseffactn Accordingly, Aquaion was
required to either (1)adjust rates effective July 1, 2018 (based on a $404,178 reduction of its
revenue requirementio include thechange in the federal corporate income tax rate, or
(2) book as a regulatory liability the tax savings associat&ih the lower federal corporate
income tax expense from July 1, 2018, through October 31, 2018, with interestlet prime
rate, and return the regulatory liability amount to ratepayers, with interestthé prime rate,
through distribution rate credit ogr one year, starting November 1, 2018D.P.U. 1815A
at 36-38.

As noted above, Aquarion did not adjust its rates on July 1, 2018 based on the

revenue requirement reduction approved by the Department. Accordingly, in compliance

16 Neither the enabling statutes northeeDp ar t ment 6 s procedur al rul

for a stay pending reconsideration of a Department OrdeBoston Gas
CompanyColonial Gas CompanyD.P.U. 15138B/D.P.U. 16-163-C at 5 (2017);
Fitchburg Gas and Electric Light CompanyD.T.E. 99-66-B at 3 (2001); Western
Massachusetts Electric Compan®.T.E. 00-110-C at 8 (2000); CTC

Communications Corp.D.T.E. 98-18A at 4 (1998). Because there is no specific
guidance from the Legislature or the Depar
analyzd these requests under its standard of review governing stays of Department
orders pending judicial appealsSe= D.P.U. 15138B/D.P.U. 16-163-C at5;

MediaOne Telecommunications of Massachusetts, Inc. and New England Telephone
and Telegraph Companp.T .E. 99-42/43/D.T.E. 9952, at 44 n.30 (2000)

D.T.E. 99-66-B at 3; seealsoD.T.E. 00-110-C at 18.
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with D.P.U. 1815-A at 36-38, Aquarion shall return to ratepayers all amounts associated
with the lower federal corporate income tax expense from July 1, 2018, through October 31,
2018, with interest atthe prime rate. InD.P.U. 18-15A at 37, the Department found that
Aquarioms revenue requirement shall be reduced
account for the impact of the 2017 Tax Act. To determine the amount of tax savings to be
returned to ratepayers for the period July through October 2018, it is necessary tdtipiy

the decrease in base distribution rates that would have been implemented orlJ2§18, by
the volumes billed to all customers between July 2018, and Octobe31, 2018 as well as
multiply the decrease in the Hingham/Hull WTP surcharge that wdulave been

implemented on July 1, 2018, by the volumes billed to all customers in Service Area A
between July 1, 2018, and October 31, 2018\quarion shall providethesecalculatiors,
including interest athe prime rate, for Department review as part afs compliance filing to

be submitted pursuant to this Ordéf. SeeBoston Gas CompariEolonial Gas Company

D.P.U. 17-170, at 183 (September 28, 2018D.P.U. 17-170, StampApproved Compiance
Filing, Exh. NG-PP-13(C) (October31, 2018).
Further, corsistent with our findings inD.P.U. 1815A at 37, Aquarion shall return

this amount to ratepayers with interest #te prime rate, through rate credstthat will

17 Aquarion shall provide complete and detailed documentation supporting the

calculation.
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commence on November 1, 201&nd terminate one year from that dat€. The Company
shall compute separate rate credits for its base distribution rates and its Hingham/Hull WTP
surcharge rate. With its compliance filing, Aquarion shall file for Department review an
appropriatetax credit tariff consistent with the above directives.

V. ATTORNEY GENERAL 6S MOTI ONKETO STRI

A. Introduction

On August 17, 2018, the Attorney General filed a motion to strike a portion of the
Co mp a ny &eef ancreldteg portions of revised schedules pursuant to
220CMR 1.11(8and1 . 04(5) (AMotion to Strikeo). The A
to strike the analysis of the Cotmtheny ds pr o f
Company submitted in its rep brief and within the third revisions of Exhibit 2, Schedule 9,
and Exhibit 3, Schedul&, submitted on August 10, 2018 (Motion to Strike &t, citing
Company Reply aR0).*

B. Positions of the Parties

The Attorney Gener al asserts that the Depa
cost analysis regarding its purchased power expense submitted for the first time in the
Co mp a ny eef beauymsée thie cost analysis is based on extraord information(Motion

to Strike at1, citing Company Reply aR0). The Attorney General contends that the

18 As noted above in Sectiofil.A. , n.14, to the extent there isa remaining balance after

a year, the Company shall book the remainirigplance to Account 317, Other
Unadjusted Credits. D.P.U. 1815-A at 37 n.34.

19 The Company submitted bills supporting Hingham Municipal Light Ptarirates

effective July 2018 as an attachment to Exhibit 2, Schedule 9.
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Department s rules provide that A[n]o person

rested nor may any hearing be reopened after having been closed, exqept motion and
showing of good c au3 qudting2R0CMR hli(8)}. dhe ttomeyk e a't
General argues the Company failed to (1) file a motion to reopen the evidentiary record;
(2) demonstrate good cause to introduce the léted evidence;and (3) attach a witness
affidavit (Motion to Strike at 1, 3). Further, the Attorney General argues that purchased
power expense is not the sort of routine update (such as property tax bills) the Department
allows after the close of the record in a ratease (Motion to Strike at 2).

Additionally, the Attorney General argues that parties may not testify in brief to
factual matters not supported on the record (Motion to Strikela®, citing Western

Massachusetts Electric Compan.P.U. 86-8C-1, at 23 n.5(1986); AT&T Communications

of New England D.P.U. 85-137, at49 (1985) (additional citations omitted)). Finally, the

Attorney Gener al asserts that the Companyds
contain errors, such that if the Departmentere to reopen the record and allow any new
information, the Department would need to fully investigate these discrepancies in new

hearings (Motion to Strike at 3citing G.L. c. 30A, 8§ 11). No party filed a response.

C. Analysis and Findings

Itisaxioma i ¢ t hat -heaqmabrief pnay sot gewestiie purpose of

presenting facts or other evidence that are not in the recorew England Gas Company

D.P.U. 10-114, at7-8 (2011); New England Gas CompanyD.P.U. 08-35, at 15 (2009)

Argument and comrment filed on brief are not evidence in a case, as there is no opportunity

c
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for crossexamination or rebuttal testimony and evidenc®.P.U. 10-114, at8 . A partyos
presentation of extraecord evidence to the fadinder after the record has closed is an
unacceptable tactic that is potentially prejudicial to the rights of other parties even when the

evidence is excluded.D.P.U. 10-114, at8; Boston Gas CompanyD.P.U. 88-67 (Phase II)

at 7 (1989).
The Department routinkg permits the record to remain open after the end of hearings
for receipt of updated information on certain necontroversial cost of service items such as

rate case expense and property taeeD.P.U. 10-114, at8; Fitchburg Gas and Electric

Light Company, D.T.E. 02-24/25, at11 (2002). In this case, at the close of the evidentiary

hearings, the Hearing Officer stated that the record would remain open for the limited
purpose of receiving responses to record requests and updates to certain informatirests,
for example, those related to updated rate case expense and any updated property tax
information (Tr. 5, at 766-777)2° Additionally, unlike the updated rate case invoices and
property ta bills that the Department routinely accepts, the purchagsalver expense
information submitted by the Company included not only updated invejdaut also an

analysis and calculations based on the updated invoi€anipany Reply aR0; Exhs. 2

20 seeExh. DPU 5-1 3 Tlisfis an ongoing information request; the Company is

required to update its response throughout the proceeding, with an update filed at least
one week prior tothe start of the evidentiary hearings, and the final update provided
no | ater than the dat e;RRDPWU-I16e Companyods r e
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(Rev. 3), Sch.9; 3 (Rev. 3), Sch. 2).?* Accordingly, we find that the invoices and additional
analysis submitted by the Company do not fall into this limited exception.
The Departmentds regulations provide that
after having restedexcept upon motiorand a showing of good cause. 220MR 1.11(8).
The Departmentds Aigood causeodo standard provid
depends on the circumstances of an individual cade.P.U. 08-35, at 15. Good cause is
determined in the contextfaany underlying statutory or regulatory requirement and is based
on a balancing of the public interest, the interest of the party seeking an exception, and the

interests of any other affected partyD.P.U. 08-35, at 15; Nunnally d/b/alL & R

Enterprises D.P.U. 92-34-A at 3 (1993), citing Boston Edison CompanyD.P.U. 90-335A

at4 (1992). Here, the Company did not file a motion to reopen the record pursuant to
220 CMR 1.11(8) or otherwise address whether good cause exists to reopen the rec8ek

New England Gas CompanyD.P.U. 10-118A at 1516 (2014) (motion to strike granted

where party failed to file motion to reopen record). As a result, we find that the Company
has failed to demonstrate good cause to reopen the recaofacordingly, the Departmen

grants the Motion to Strike.

21 Given the timing of the filing, however, ro party had the ability to respond to or

conduct crossexamination on the bis or the calculations or analysis derived from
them. But seeD.P.U. 10-114, at9 (denying motion to strike where challenged
invoices were provided in supplemental responses to information requests and
submitted prior to the conclusion of hearings)
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V. CAPITAL INVESTMENT C OST RECOVERY MECHANISM

A. Company Proposal

The Company proposes a capital investment cost recovery mechafismMe c hani s mo
as memorialized aboyeto recover the revenue requirement for eligible incremental tap
additions, termed the Water Reliability Improvement Mechaniséxps. AWC-TMD-1;
AWC-TMD-2, at 1). The Company proposes the Mechanism to enable the accelerated
replacement and rehabilitation of water mains and system upgrade activities and to increase
annual investment on reliabilityelated capital work by over $1.0million a year
(Exh. AWC-TMD-1, at 4, 17, 15). Eligible capital additions would include all transmission
and distribution (AT&DO0) infrastructwure excep
services Exhs. AWC-TMD-1, at 1, 21; AWC-TMD-2, at 1). Specifically, eligible capital
additions would include meters, pressureducing valves, nofrevenue producing mains,
replacement valves, main cleaning and relining projects, r@mmbursable relocdon
projects, the maintenance and replacement of water storage tanks, company owned segments
of services, and company owned and ndunctional hydrants Exhs. AWC-TMD-1, at 1, 21;
AWC-TMD-2, at 1).

Under the proposed Mechanism, the Company would subamntannual filing to the
Department no later tha®0 days after the end of the calendar year, reporting the eligible

capital investments completed and in service in the previous calendar year
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(Exhs. AWC-TMD-1, at 23; AWC-TMD-2, at 2, 3).?* In this filing, t he Company would
propose a rate factor based on the revenue requirement associated with the eligible plant
additions from the prior calendar year, as well as the reconciliation of prior year Mechanism
revenues collected to the revenues authorizéalis. AWC-TMD-2, at 3; DPU 20-14;

AG 13-63). The Company proposes to calculate the revenue requirement using the

Companyods authorized rate of return, grossed

depreciation and property tax expense on eligible plant additioBshs. AWC-TMD-1, at 22;
AWC-TMD-2, at 2-3). The rate factor would be calculated by determining the percentage
increase in revenue from the Mechanism compared to the total base retail water revenues
approved in the most recent rate filinggxhs. AWC-TMD-1, at 22; AWC-TMD-2, at 3).

The Company proposes to apply the rate factor to the total amount billed to each customer,
excluding amounts associated with miscellaneous charges and with the surcharge associated
with the Hingham/Hull WTP Exh. AWC-TMD-2, at 3). The Company proposes an annual
effective date of Septembeist for the rate factor, after review and approval by the
Department Exhs. AWC-TMD-1, at 23; AWC-TMD-2, at 2). In its initial filing, for a rate
factor proposed for effect Septembdr, 2019, the Company proposes to include all eligible
capital additions placed into service from Januaty 2017, through DecembeB1, 2018

(Exh. AWC-TMD-2, at 2). The Company states that it designed the Mechanism to follow

22 The Companyé6s proposed tariff ilsteatheri fi es
than February28th, as stated in testimonyExhs. AWC-TMD-1, at 23;
AWC-TMD-2, at 2, 3).

a
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the model set by Departmerdpproved infratructure mechanisms for natural gas companies
(Exh. AWC-TMD-1, at 22).

The Company proposes to (Jap the annual increase in revenue requirement through

the Mechanism to five percent of the total sales revenue in the prior calendar year anc€p)

a tenpercent® cap on the total revenue increase between rate cagedh§. AWC-TMD-1,

at 22, 23; AWC-TMD-2, at 4). Any revenue requirement associated with eligible plant

additions approved by the Department but in excess of the annual cap may be deferred for

recovery the following year to the extent there is room under the cd&xfb. AWC-TMD-2,

at4 ) . I n the Companyds next rate case, the ra
would be transferred to the rate base recovered in base rates, and the Mechanisrdve

reset to zero Exhs. AWC-TMD-1, at 23-24; AWC-TMD-2, at 4).

The Company states that if the Mechanism is approved, it will file an infrastructure
assessment report, identifying projects selected for acceleration and addressing the factors
considerd in prioritizing those projects Exh. AWC-TMD-1, at 24; Tr. at 150).

Specifically, the factors would include break history, size of pigee., main), material, water
quality, soil type, age, location, municipal paving projects, hydraulic improvementsdathe
need for redundancylxh. AWC-TMD-1, at 24; Tr. at 150). Additionally, the Company
proposes that each annual filing will include a thrgear work-plan developed in

collaboration with stakeholdersgxhs. AWC-TMD-1, at 24; DPU 20-14; Tr. at 163).

23 The Companyds proposed t afMDf2fdpespotaddres ded as
the tenpercent cap between rate cases.
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The Company retained a consultant to assess the appropriate replacement rate of the
Companyo6s water ma i?Bxhs.(AWE-AMDEIWAL B3 AWETNID-4).
The consultant used software that enables the user to simulate investment scenarios to identify
the optimum replacement plan based on the mains reaching the end of their useful life each
year and other constraints, including costs, length of work per year, and acceptable break
rate Exh. AWC-TMD-1, at 18 n.1). The Company states that the KANEW styddentified
an annual target investment level of $2million in mains replacemerstand rehabilitation on
t he Company o6 s miesreplacedeach peaEk AVBC-TMD-1, at 18).° The
Company states that it is unable to invest $2ngillion per year for mains replacemeistwithin
its current capital budget and that this | eve
depreciation levels and impair its ability to make other capital investments for treatment,
supply, pumping, meters, hydrants, servicenles, and water tanksExh. AWC-TMD -1,
at 19). The Company states that the Mechanism will enable the increased spending levels

necessary to ensure loAgrm reliability of the water systemExh. AWC-TMD-1, at 26-27).

24 KANEW refers to the software company, and the KANEW model is the proprietary

software package utilized by the Companyos
(Exhs. AWC-TMD-1, at 18 n.1; AWC-TMD-4, at 5, 11; AG 13-31).

25 Based on an average replacement cost of $275 per linear {&oth. AWC-TMD-1,

at 18).
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B. Positions of the Parties
1. Attorney Geneal
a. Introduction
The Attorney Gener al argues that the Compa

and should be rejected because the Company has sufficient financial strength to maintain its
system under traditional ratemaking principles and becausethe@@am y 6 s pr oj ect ed
replacements are based on a flawed study (Attorney General Briéd)at Additionally, the

Attorney General asserts that the proposed Mechanism wouldriggntivize needless

overspending on plant, (2)ncrease rates annually with neeview for reasonableness, and

(3) recover costs already recovered through base rates (Attorney General Brigfst

b. Need for Mechanism

The Attorney Gener al argues that the Compa

requirements to create a new rate mexstism and that the Company has not provided support

to justify the addition of a new charge to customer bills (Attorney General Brief &t citing

Exh. AG-TN at 6-7). Specifically, the Attorney General contends that the costs the

Company proposes to recey are not new, special, or large, and they do not vary

significantly from year to year (Attorney General Brief af, citing Exh. AG-TN at 6-7).

Additionally, she asserts that the costs are not required by any financial emergency and are

well within the Companyo6s ¢, ociting Exlo. AG-TNAt6t7pr ney G
The Attorney General argues that the KANEW study is fatally flagbén both inputs

and design, and it should not be relied upon for any investment planning or as support for a
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mechanism (Attorney General Brief dit2). Specifically, the Attorney General asserts that the
KANEW model is not publicly available and, as a rest, there was no way to verify its
accuracy, veracity, and reliability (Attorney General Brief &2, citing Exh. AG 3-31).
Additionally, she asserts that for two required inputeffective useful life( A EUL 0) of mai 1
and aging factors, the study reliedpon data from Connecticut water companies, without
demonstrating that the inputs were reasonable proxies for the Massachusetts system (Attorney
General Brief at12-13, citing Exh. AWC-TMD-4, at 5-6). The Attorney General argues that
the EUL and aging fators used in the study were improper because the relative average ages
of mains demonstrate that the Companyds mains
rate needs than those on the Connecticut system (Attorney General BriéBat
Further, the Attorney General asserts that the break rate benchmark used in the
KANEW study of 0.12 breaks per mile per year is significantly lower than the industry
average of 0.23breaks per mile per year and, thus, will result in needless investment
(Attorney Gener&Brief at 13, citing Tr. at 119; Tr. 3, at 438; Attorney General Reply atl).
She recognizes that improving the break rate is a desirable goal, but argues that because a
break rate nearly 5Qpercent below the industry average is not an emergency, an
extraordinary measure such as a cost recovery mechanism is not warranted (Attorney General
Brief at 13; Attorney General Reply a#).
Additionally, the Attorney General contends that the study recognizes the different
break rates for different types of maindut fails to prioritize mains with higher break rates

(Attorney General Brief atl3). She argues that the study replaces mains proportionally at
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hi storic rates acrsystemsid., Hagh&dHulgNomhyCohaissdt,h r e e
Millbury, and Oxford) and contends that this approach does not target the worst mains first
to get the maximum reduction in leaks for the lowest cost (Attorney General Briefldt
citing Exh. AWC-TMD-4, at 34, 57).

The Attorney Gener al di s p u tcententibnithatithas | ev anc
not earned its allowed rate of return, maintaining that the allowed rate of return is not the
same as its cost of capital (Attorney General Brief &fl, citing Exh. TMD at 3-5). She
asserts that the cost of capital for all utilite has decreased significant
| ast base rate case and that the | ower cost o
additional revenue (Attorney General Brief dfl, citing Exh. AG-JRW-3, PanelA). She
contends that if the Comgny truly needed additional resources it would have filed for a rate
increase earlier and worked to have new rates become effective as soon as possible rather
than further delaying rate relief by requesting to amend its filing (Attorney General Brief
at 11; Attorney General Reply at). The Attorney General argues that the increase in base
rates resulting from this proceeding should provide Aquarion with sufficient funds for the
rate year and beyond (Attorney General Reply 5t 6).

The Attorney Generad i sput es the Companyds assertion
is not growing the Company cannot rely on increased revenues in the future (Attorney
General Reply a2, citing Company Brief at78-7 9 ) . She maintains that
have increasedyover $1.0 million a year since its last rate case due to the addition of new

customers (Attorney General Reply &3, comparingExh. 2, Sch. 1, with D.P.U. 11-43,
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at 276)?° The Attorney General contends that there is no reason to believe this growth will
not continue and provide more funds for the C
at 3).

The Attorney Gener al di sputes t hmpanompanyob
with few resources and asserts that the Company now has significant financial and operations
resources as a result of its acquisition by Eversource, which should result in increased
efficiencies and lower costs (Attorney General Brief &fi-12, citing Company Brief at70,

74, 80-81; Attorney General Reply afi-2). Specifically, the Attorney General contends that
Eversource Service Company can provide common and back office functions, providing

significant operational savings due to economies of scalehe range of three to fivepercent

(Attorney General Brief atl2, citing Exh. AG-TN at 10i 12). She contends that Eversource,

one of the20 largest investorowned utilities in the United Stateshas one of the highest

credit ratings in the industryneei onal |y, and access to Eversour
reduce the Company 0 sterh borravimgandworkitcgaapitals(Attbrmey s hor

General Brief at12, citing NSTAR Electric Company/Western Massachusetts Electric

Company D.P.U. 17-05, at 634-635 (November30, 2017} Attorney General Reply atl-2).
Additionally, the Attorney General disagre
proposed tracker is similar to the Gas System

distribution companies, @ntending that it is neither required by statute, targeted, nor limited

26 The Attorney General maintains that the Co
in its last rate case to 19,722 in 2017 (Attorney General Reply3tciting
Exhs. AG 3-2, Att. B (2011) through Att. B (2017), at415).
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(Attorney General Reply aB, citing Company Brief at77; G.L. c. 164, § 145).

Specifically, the Attorney General contends that unlike the GSEPs, there is no statute
pertaining to a @apital recovery mechanism for a water company, that the same safety issues
(i.e., those associated with methane gas leaks) are not implicated here, and that the proposed
Mechanism does not target specific assets for replacement (Attorney General Brigf at

Attorney General Reply aB-4).

C. Ratepayer Impacts
The Attorney Gener al di sputes the Company?d
Mechani sm wi | | Amuteo the impact of rate incr

at 4, citing Company Brief at82-83). The Attorney General asserts that the proposed

Mechanism would permit rate increases of five percent annually, in addition to any base rate
increases that the Company may file over time, and she contends that the proposed cap of

five percent is more than twde the rate of inflation (Attorney General Brief a8, citing

Exh. AWC-TMD-1, at 23; Attorney General Reply a#-5). Thus, according to the Attorney
General, a five percent annual i ncrease in ra
and, instead, reslts in unreasonable shareholder profits at the expense of ratepayers

(Attorney General Reply at-5).

d. Implementation of Mechanism

The Attorney General contends that regulatory lag under traditional ratemaking
provides an incentive to companies to controbsts and encourages efficiency, while enabling

companies to retain any higher profits resulting from superior performance (Attorney General
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Brief at 6, citing ALFRED KAHN, THE ECONOMICS OF REGULATION: PRINCIPLES AND
INSTITUTIONS Vol. 2, 48 (MIT Press, 1988 (1970)). The Attorney General maintains that
mechanisms, such as the one proposed here, remove regulatory lag and, thus, the incentive
for utilities to minimize the costs associated with capital projects (Attorney General Brie
at 6, citing Exh. AG-TN at 5).? Additionally, the Attorney General argues that because the
proposed Mechanism includes a return on equity, the Company would have the incentive to
grow its rate base as quickly as possible and pass those investmentsghrthe capital
tracker to increase shareholder earnings (Attorney General Brief atiting Exh. AG-TN
at5). The Attorney General contends that the Company will have the incentive to make
investments that are not necessary to provide safe or reliablesel ce and t hat this
platingo of the system will cause unnecessary
General Brief at6-7, citing Exh. AG-TN at 5).

Further, the Attorney General asserts that, as proposed, the Mechanism contains many
flaws (Attorney General Brief at8). Specifically, the Attorney General contends that the
Mechani sm is not targeted to a particular ass
instead, would recover essentially all distribution system investments, with oveip&8cent of
its plant eligible under the Mechanism based

investments (Attorney General Brief at-8, citing Exhs. AWC-TMD-1, at 21; AG 3-2,

27 The Attorney General argues thdlhe incentive to minimize costs within traditional

ratemaking also permits a commission to have more confidence that utility
management decisions are more consistent with ratepayer interests (Attorney General
Brief at 7).
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Att. B (2016) at202). She argues that the proposed Mechanism doesinolude a test to
ensure that overhead and indirect costs already included in base distribution rates are not also
recovered through the Mechanism (Attorney General BriefQtciting Exh. AWC-TMD-1,
at 8). Additionally, she contends that the Mechanisnoéds not include an earnings test to
demonstrate that the Companyés overall rates
Mechanism revenues are combined with base distribution rates (Attorney General Brigf at
citing Exh. AWC-TMD-1, at 23). Further, the Attorney General argues that the Mechanism
does not account for the savings in operation
with the reduction in leaks and repairs that would result from the mains replacements
(Attorney General Brief at9, citing Exh. AG-TN at 9). Additionally, the Attorney General
maintains that a reduction in leaks and breaks should reduce the electric and chemical costs
associated with the water supply (Attorney General Brief@t According to the Attorney
General, the Mechaism does not adjust for sales growth resulting from the installation of
larger mainsand additional meters under the Mechanism, and this would unfairly benefit the
shareholders at the expense of ratepayers (Attorney General Brié, afiting
Exh. AWC-TMD-1, at 21).

The Attorney General asserts that the proposed Mechanism does not adjust or account
for the annual recovery of capital investments through the inclusion of depreciation expense
in base rates (Attorney General Brief &, citing Exh. AWC-TMD-1, at 23). Additionally,
the Attorney General states that depreciation reduces rate base and, consequently, reduces the

required return that the Company recovers each year subsequent to a rate case proceeding
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(Attorney General Brief at8-9, citing Exh. AWC-TMD-1, at 23). She argues that allowing
the Company to recover the return on the plant additions through the Mechanism and on the
net plant approved in the Companyods | ast rate
depreciationamounts to double recoverfAttorney General Brief at9, citing
Exh. AWC-TMD-1, at 23).

Lastly, the Attorney General contends that implementation of the proposed Mechanism
will create an unnecessary administrative burden (Attorney General Reply-@}J. She
maintains that the esitence of capital cost recovery mechanisms for numerous electric and
gas distribution companies has not reduced the number of base rate proceedings before the
Department (Attorney General Reply &). The Attorney General argues that approval of
this proposal will provide an opportunity for the 1&ateregulated water distribution
companies in Massachusetts to seek a similar mechanism (Attorney General Refly at

2. Hingham, Hull, and Oxford

a. Introduction

Hi ngham, Hul | , and Oxf oisputetfecard foréhet i vel vy, A
Mechanism and, additionally, oppose its implementation based on the level of expenditure
and the proposed recovery method (Hingham/Hull Brief at 10, 16; Hingham/Hull Reply
at4). In the alternative, the Towns argue that if the Me@mism is approved, the Department
should impose certain conditions and limitations, including limiting the surcharge to only the
approximate $1.0million in accelerated investment or phasing in the level of investment

recovered through the Mechanism (Hingm/Hull Brief at 16; Hingham/Hull Reply at4).
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b. Need for Mechanism

The Towns assert that the Companyds stated

(.e., @ need to increase investments in aging

own making (Hinglam/Hull Brief at 10). The Towns assert that between 2011 and 2014, the
Company invested only $500,000 per year in mains, and that the Company now claims that it
needs to increase its level of investment in plant by nearly five times that level, with
ratepayers paying all related costs (Hingham/HuWlrief at 10, citing Exh. AWC-TMD-1,
at 14). The Towns argue that the Company was aware of the need to increase its
infrastructure investments, prior to its initial filing, and should have proposed increasirgy it
investment at that time (Hingham/Hull Brief at0). Further, the Towns contend that if the
Company was concerned with rapid deterioration of aging infrastructure, the Company could
have accelerated replacement prior to this case without changing thewexry method
(Hingham/Hull Brief at 6). The Towns maintain that lack of sufficient investment in the
system has been an issue in all prior rate cases (Hingham/Hull Brie6at.2). The Towns
maintain that an unstated reason the Company proposed the Meshmais that the recovery
method is a major benefit to the Company and its shareholders by reducing the lag for
recovery of such investments and reducing
at12).

The Towns argue that a major proposal liklkhe Mechanism should be evaluated as a
standalone program against traditional recovery methods and reasonable alternative cost

recovery methods, by examining all direct costs and benefits (both monetary and

s ha

r
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nonmonetary), as well as all significant exteatities (Hingham/Hull Briefat 12).?® The

Towns assert that the Company either failed to evaluate alternative cost recovery methods or
chose not to present the results of any such evaluations (Hingham/Hull Brief&t The

Towns argue that the Company ot initiate the incremental investments in its capital plan
under traditional recovery methods over the next year or two to provide sufficient time to
comprehensively evaluate the Mechanism against any alternatives (Hingham/Hull Brief

at 13).%

C. Ratepayeimpacts

The Towns contend that the impact of the Mechanism to ratepayers would be
significant, with total annual investment in mains replacements of approximately
$2.6 million,or$1l.1mi I I i on over the amount identified i
(Hingham/Hull Brief at 10, 11). The Towns maintain that the bill impacts will not be
minimal, with average increases of thrgeercent per year, or as high as fiveercent in a
particular year, without the safeguards associated with the traditional methorkobvering

those costs (Hingham/Hull Brief a10, 11).*° The Towns argue that with annual increases

28 Additionally, the Towns contad thatthe Company biased the evaluation of the

Mechanismby including the unrelated benefits of the ADIT credit in the analysis, and
they contend that the effect of the tax credit would be minimal (Hingham/H@lief
at 11-12, citing Exhs. Towns5-1; Towns 6-27).

29 The Towns contend that this would also allover any incentives included in possible

infrastructure improvement legislation to be included in the evaluation (Hingham/Hull
Brief at 13).

30 The Towns maintain that the average surcharges fioe first four years, of

approximately thregpercent are much higher than the average of 1gercentthat the
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over as many as 2§ears, the cumulative impact would be significant (Hingham/Hull Brief

at11). The Towns assert that after five years, typical customarsService AreaA would

see a cumulative increase of $58.17 to $63.20 in their annual bill, depending on the
application of the Companyds pr oplpcgigd ADI T cr
Exh. Towns6-27).

d. Implementation of Mechanism

The Townsargue¢ hat , whil e the purpose of the Comg
mains replacements, the Mechanism would recover the costs associated with all other
distribution infrastructure investments (Hingham/Hull Brief 413). The Towns contend that
this would result in the recovery of approximately $3.@nillion on average annually, rather
than the approximately $1.0nillion in accelerated mains replacements (Hingham/Hull Brief
at 13). The Towns argue that if approved, cost recovery through the Mechanism shdadd
limited to only the $1.0 million in accelerated mains replacements a year, and it should
exclude all other capital improvements (Hingham/Hull Brief 46; Hingham/Hull Reply
at4). The Towns contend that the Company failed to provide evidence to jystbst
recovery for any other facilities i.e., non-mains) in the Mechanism (Hingham/Hull Reply
at4). The Towns assert that pump stations, storage tanks, and meters particularly should

continue to be funded through the traditional ratemaking process ¢fiam/Hull Brief at 16).

Company identified in its proposal (Hingham/HuBrief at 13-14, citing
Exhs. AWC-TMD-1, at4; DPU 20-11; AG 13-14).
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In the event that a mechanism is implemented, the Towns recommend phasing in the
level of additional mairs replacemerg over time to mitigate customer bill impacts
(Hingham/Hull Reply at4). The Towns argue that a phase in woulprovide additional time
to see how the Mechanism works and determine whether another method would be more
appropriate (Hingham/Hull Reply a}).

In testimony, Hingham and Hull also propose an alternative mechanism for
Department consideration to the exiethat the Department determines implementation of a
mechanism is appropriateekh. TOWNS-DFR (Supp.) at11-12). Specifically, Hingham and
Hull suggest that the Department determine the level of additional incremental investment and
specific projects forthe subsequent project year after an abbreviated public hearing process,
including opportunities for input from affected municipalities and the public
(Exh. TOWNS-DFR (Supp.) at11).>* Hingham and Hull maintain that the abbreviated
hearing processwoulddd fivery | i mitedo in scope and dur at
agree to the list of projects to be included for Department revielixh. TOWNS-DFR

(Supp.) at11-12).3? Additionally, Hingham and Hull propose that the determination of which

31 Hingham and Hull propos that the Company would prepare its preferred list of

projects for the next project year in consultation with theunicipalitiesand provide
its best estimates for projects intended for two to four years after the project year
under considerationxh. TOWNS-DFR (Supp.)at 11).

% Hingham and Hull propose that the specifics of the hearing process would be

negotiated by the parties in this proceeding and approved by the Department at the
conclusion of this cas¢Exh. TOWNS-DFR (Supp.)at 11).
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projectsand what portion of the associated costs would be included in rate base would be
addressed in subsequent base rate proceediBgh (TOWNS-DFR (Supp.) at1l).
Finally, the Towns join in many of the arguments presented by the Attorney General,

summarizedabove (Hingham/HullBrief at 14).

3. Company

a. Introduction

The Company argues that the proposed Mechanism meets the Department standard for
approval of a new capital cost recovery mechanism and is necessary to address the increasing
need to replace its agingnfrastructure (Company Brief aB0, 86-89; Company Reply at}-5).
Additionally, the Company asserts that the proposed Mechanism is sufficiently targeted and
agrees that mechanics of the Mechanism could be adjusted such as through the
implementation of a earnings test and an O&M offset (Company Brief 84-97). Further,
the Company argues that the KANEW model is appropriately designed (Company Brief
at99-102).

b. Need for Mechanism

The Company contends that it has demonstrated that the proposed Mechagsism
reasonable and warranted because of §l)eed for incremental capital investment that cannot
be addressed under traditional ratemaking without severe impact to earned returns; [k
of growth in sales revenues despite increasing customer basdftebthe cost of investment,
directly resulting from conservation efforts and limits on sales volumes required by the

Massachusetts Department of Envirtement al

Pr

(0]
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Company6s inability to ni@nedebtipreventimgafrommr age r at i
entering into additional longerm debt (Company Brief aB9, citing Exhs. DPU 7-7;
DPU 7-26; Towns6-5; RR-HH-3; Tr. at 56-58, 123124, 138; Tr. 2, at 324, 341; Tr. 3,
at 413414; Tr. 4, at 646-647; Company Reply at).>* The Company contends that the
Mechanism is necessary to its mains replacements efforts and is designed to enable the
Company to reduce main breaks and unaccourted r wat e r addr@dd éustamper,
concerns about water reliability and water quality, and redu©&M expenses associated with
repairs, while continuing to comply with the
Companyo6s water consumpt i o&3, ditingmi tati ons ( Comp
Exhs. AWC-TMD-1, at 17, 26; DPU 20-7; Tr. 3, at 41).

Aquarion arguestta based on the Companyés current |
study predicted an increase in breaks and O&M expenses related to repairs (Company Brief
at 81, citing Tr. 3, at 431). The Company contends that the average life of water mains
would need to be465 years, rather than the depreciable life of 70 yearfer the Company to
continue at its current rate of replacement (Company Briefé81, citing

Exh. AWC-TMD-1, at 17, 20). The Company maintains that the KANEW study

= The Company contends that the Attorney General relies on the wrong standard for

establishment of a new capital cost recovery mechanism and that the Department has
authorized capital cost recovery mechanisms when a company adequately demonstrates
its need to reover incremental costs associated with capital expenditure programs
between rate casg€€ompany Brief at93, citing Boston Gas Company/Essex Gas
Company/Colonial Gas Company.P.U. 10-55, at 121-122, 132133 (2010)
Massachusetts Electric Company/Nantutkgectric Company D.P.U. 09-39,

at 79-80, 82 (2009) Bay State Gas Companyp.P.U. 09-30, at 133-134 (2009)).
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recommended an annualvestment in mains replacements and rehabilitation of at least
$2.6 million in order to minimize issues and maximize savings, and the Company contends
that approval of the Mechanism will allow for an annual increase in reliabilitglated capital
work of more than $1.0million (Company Brief at77, 81, citing Exh. AWC-TMD-1, at 15,
18; Tr. at 88). The Company states that the Mechanism will focus mainly on the
replacement of water mains (approximately §krcent of expenditures) but that other
distribution projects will be prioritized as well to reduce UAW as a result of leaks (Company
Brief at 80, 82-83, citing Exh. AG-13-53, at 21; Tr. at 26, 27, 44; Company Reply atl0).
Il n response to the Attorney General 6s argu
KANEW study, the Company asserts that the water mains in Connecticut are an excellent
proxy for those in Massachusetts because both systems experience the same variety of soil
conditions, same weather pattern, and are the same general age (Company Brd®0at The
Company contends that the average service life of 63 years for Aquai@his not
statistically different than the average service life of 70ykars for the Company (Company
Briefat1 0 0 ) . Further, the Company edtiomsthatthises t he A
difference in average service lives means that the Massachusetts mains will last longer
(Company Brief at100). Specifically, the Company contends that the reason Connecticut
mains have a slightly lower average service life is because Aqan-CT has had a capital
cost recovery mechanism in place, enabling a faster rate of replacement (Company Brief

at 100). Finally, the Company contends that the KANEW study included a sensitivity
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analysis to consider optimistic and pessimistic EULs, iddition to the medium EUL values
used for planning purposes (Company Brief 400).

The Company contends that while the KANEW study predicts when mains are likely
to reach the point that they require replacement, it is not a prioritization tool to seladtich
mains to replace first (Company Brief at01). The Company asserts that it will replace
mains based upon their actual performance, not the KANEW study, and that the mains to be
replaced will be the ones with the worst performance (Company Brieflétl-102).

Additionally, the Company contends that it intends to update the KANEW study periodically
as replacement efforts progress (Company Briefld#il).

The Company contends that the Mechanism will benefit ratepayers because it is
designed to addreshe increasing need for infrastructure investments in mains and the
distribution system to address increasing leaks and water discoloration and interruptions
resulting from aging infrastructure (Company Brief &0, citing Exhs. AWC-TMD-1,
at16-17; Towns7-13; Tr. at26). Aquarion asserts that customers expressed support for
more investment in infrastructure to improve reliability and water quality (Company Brief
at 80-81, citing Exh. AWC-TMD-1, at 5, 25, 26). The Company asserts that Mechanism
investmats will produce O&M savings over time, which will be passed back to the
customers in future rate cases as those savin
operations (Company Brief a3, citing Exh. DPU 20-13). Further, the Company contends
that the KANEW study shows that many mains will reach a point where they are continually

breaking and will need to be removed from service simultaneously, thus, requiring a large
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investment over a short time period (Company Brief 82, citing Tr. 3, at 432, 433). The
Company claims that the Mechanism will enable it to invest in incremental mains
replacements over a long period of time, thus muting the impact to ratepayers (Company
Brief at 82, citing Exh. AG 13-53; Tr. 3, at 432, 445).

The Company argues that its awareness of the need to accelerate replacement ahead of
the rate case filing is not justification for rejection of the proposed Mechanism and challenges
the Towns6é argument that the nedehofthe i nvest
Company6s own maki ng2, 10aingHaghsgm/Halt Brief &t 103 t
Aquarion claims that the record shows that the average break rate for the Company is well
below the industry average, and it argues that the purpose of the M@i$ra is to maintain
replacement at a rate that will assure that the break rate can be maintained in the future
(Company Brief at103, citing Tr. 3, at 587). Further, the Company contends that,
historically, it has focused its investments on building wategeatment plants, because during
that time the mains were providing service to customers and break rates did not indicate a
need for accelerated replacement (Company BrieBat citing Tr. at 103; Tr. at 2, at 390).

The Company maintains that circumstags now have changed as a large portion of the mains
inventory exceedheir reasonable useful life and the number of main breaks is going to
increase over time (Company Brief &2, citing Tr. 3, at 431).

The Company maintains that water consumption, whirepresents the bulk of its

revenue, has been relatively flat since its last rate case despite continuous growth in the

number of customers, due to conservation efforts and implementation of its Water Balance
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Program( i WB RPGompany Brief at3, 77-78, 89, 94, citing Exhs. DPU 1-26; DPU 7-7;

DPU 7-26; DPU 22-6; DPU 24-11; Tr. at 75, 134135, 138; Tr. 2, at 322, 324, 341)3*%

The Company asserts that as a result Aquarion is not experiencing the growth in sales
revenue that would normally come from an expding customer base and, without such

revenue growth, the proposed Mechanism is needed to support capital investment between
rate cases and facilitate acceleration of replacements (Company Bri8f @®, 89, citing

Tr. at 7576, 138; Tr. 3, at 413415; Campany Reply a4). The Company disputes the
Attorney General s argument that the Mechani s
account for the impact of sales growth and asserts that Aquarion has demonstrated there is no
sales growth (Company Brief &5, citing Exh. DPU 7-26; Tr. at 75-76, 138).3 The

Company argues that further justification of the need for the Mechanism is that revenues are

not sufficient to maintain debt coverage ratios (Company Briefot, citing Fitchburg Gas

3 The Company contends that the amount of water sold in 2017 was half a billion

gallons less than the amount sold during the test year folFDU. 11-43 and is further
evidence that revenue is flat despite modest customer growth (Company Regy7at
citing Tr. at 134135).

% Aquarion contends that under its Water Management Act Registration limit, the

Company has a finite supply of water andvithout new sources, would potentially be

forced to deny service to new customers (Company Brief7dg, citing

Exh.DPU 241 1) . The Depart ment WBRlinSeetisnsXBls t he C
below.

36 The Company contends that the Attorney Gen
experienced a $1.0nillion increase in annual revenues since its last rate case is based
on the test year amount prior to tBe Compa
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and Electric Light Company D.P.U. 15-80/D.P.U. 15-81, at 49-50 (2016); Company Reply

at 4-5).

The Company argues that the Attorney Gener
have sought relief through a base rate case proceeding earlier if it was truly in need of
additional revenues, fails to address the demonstrated need for recovery of costs related to
capital expenditures between rate cases, evidence of lost growth in sales, and the
extraordinary circumstances that prevented it from acquiring the capital necgdsamake
required investments (Company Brief 88-99).

The Company argues that its acquisition by Eversource does not change the
Companyds circumstances or the fact that AqQqua
prudently incurred operatingasts, including a fair and reasonable return (Company Brief
at 99, citing RR-AWC-3; Company Reply at3). The Company disputes the Attorney
General 6s claim that merger synergies achieve
could be assumed to apply tthe acquisition of Aquarion by Eversource as unsupported,
particularly because the water company operat
and electric utilities (Company Brief a®1, 99). The Company further contends that the
At t or n e ys cdkalatienrofahis@sserted increase in the return of two to three hundred
basis points (two to three percent) would still leave a gap of several hundred basis points

between the achieved return and the allowed return (Company Bried B>’

37 The Company argues that the Attorney Gener
evidence of cost cutting opportunities sufficient to yield an increase of one hundred
basis points to the earned return (Company Brief@it).
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C. Ratepayeimpacts

The Company argues that its proposed Mechanism includes aifmpact cap to limit
the annual change in revenue requirement and prevent large relative bill impacts (Company
Brief at 83, citing Exhs. AWC-TMD-1, at 22; AG 13-53). The Company conteds that a
cap of five percent per year and ten percent total between rate case proceedings would limit
the impact on customers (Company Brief 88, citing Tr. at 52-53). The Company argues
that the cap will ensure the increase is gradual while still efiag Aquarion to invest in
necessary water mains replacements (Company Briec@&B4, citing Exh. AG 13-15).

d. Implementation of Mechanism

The Company contends the Attorney General 06
the Mechanism will undermine thé&centive to control costs and, therefore, allow the
Company to fAgold plateodo the sy&9lkgciting AHorneyn suppo
General Brief at6).>® The Company contends that with its annual bill impact cap and limited
increase of $1.0million in new expenditures, the Attorney General has failed to demonstrate
that the Mechanism would enable the Companyfigold plate its system (Company Brief
at 92). Further, the Company contends that its earned return on equity of under five percent
s nce the Companyds | ast rate case and its cur
demonstrate that it is unlikely the Mechanism would provide a level of cost recovery that

eliminates cost control incentives (Company Brief @, citing Exh. AG 3-12; Tr. at75).

38 The Company argues that theecord demonstrates the need for increased investment,

and that the Attorney General 6s witness co
investments made to date (Company Brief@2, citing Tr. 4, at 646).
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The Company contends that the Mechanism will not provide relief for increases in O&M
expenses (Company Brief &0).

Aquarion asserts that it is committed to stakeholder collaboration and maintains that it
would work closely with the municipalies located within its serviceerritory
(Amunicipalitieso) to obtain their input on r
results of stakeholder collaborations included in the annual filings (Company BrieB%t
citing Exh. AWC-TMD-1, at 24-26). Additionally, the Company asserts that it has proposed
a process that will include annual meetings with the municipalities to obtain feedback,
development of a written plan taking that feedback into consideration, and submission of the
written plan to the municipalities prior to filing with the Department (Company Brief &5,
citing Tr. at 61-62). The Company anticipates that this coordination will help mitigate
construction costs due to paving coordination and will allow for fewer roads to be under
construction at any given time (Company Brief 85-86, citing Tr. at 203).

The Company disputes the Attorney General 6
targeted to a particular asset or problem on
proposed Mebanism is focused on capital investment that will prevent breaks and water
leaks (Company Brief ab4, citing Attorney General Brief at7-8; Company Reply a3, 5).

Further, the Company contends that it has appropriately structured the Mechanism corisisten
with Department precedent to encompass incremental capital investments (Company Brief
at 92-94; Company Reply ab). The Company argues that the Mechanism was modeled on

the infrastructure investment mechanisms that the Department has approved for gas



D.P.U. 17-90 Page43

distribution companies as well as those of water companies in other jurisdictions (Company
Brief at 77, citing Exh. AWC-TMD-1, at 22; Tr. 3, at 410). The Company asserts that it is
the recovery of all incremental investments that will enable it to accelereeplacement and
that recovery of only the $1.0million in accelerated investments as proposed by the Towns
would render the Mechanism meaningless (Company Repl$at
I n response to Attorney General és criticis
Company asserts that it is willing to include the following: (1&n earnings test that would
allow for recovery through the Mechanism as long as earnings are below the authorized
return on equity; and (2)an O&M offset, calculated on the same basis as tB&M offsets

found in the gas company GSEP mechanisms (Company Bried@&07, citing Massachusetts

Electric CompanyNantucket Electric CompanyD.P.U. 09-39, at 92 (2009))>° However,

3 The Company proposed the following languatgimplement the O&M offset:

[Mechanism] Offsets represent the reduced [O&M] expense associated with the
elimination of water leaks through Eligible Infrastructure Replacement Projects.
[Mechanism] Offsets are determined by multiplying Eligible [Mechanmi] Savings by
the total miles of water mains replaced or abandoned by the Company in the period
Januaryl through DecembeB1 of the respective [Mechanism] Investment Year.

Eligible [Mechanism] Savings are the cumulative reduction in [O&M] leak repair
expense achieved with the replacement of lepkone main. Eligible [Mechanism]
Savings shall be equal to the most recent thigear average of leak repair

costpermile for water mains, updated annually in the [Mechanism] Plan submitted to
the Department orMarch 1st of each year for the subsequent construction year. The
costs associated with leak repair expense shall be determined in accordance with the
Uniform System of Accounts for Water Companies, 220 C.M.R. 8§ 52, [O&M]
Expense Accounts, in use during thest year of its previous base rate case filed
pursuant to G.L. c. 164, § 94.

(Company Brief at97).
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the Company asserts that the Depaet mentohpasop
by the Attorney General is not an appropriate ratemaking approach (Company Bri€bat

The Company contends that the Department has been consistent in finding that the funds

from depreciation expense, generated through rates, arenled to allow a company to

recover its capital investments in a timely and equitable fashion over the service lives of the

investments (Company Brief &6, citing Boston Gas CompariZolonial Gas Company

D.P.U. 14-132, at63 (2015); Hingham Water CompanyD.P.U. 1590, at22-23 (1984)).
Finally, the Company asserts that the Atto

implementation of the Mechanism (13 neither mandated by statute, nor targeted; @puld

result in Agold platingasohabhe sharemolt edeul p

(3) would unnecessarily burden the Department are not probative of the standard of review

(Company Reply aB, citing Attorney General Reply ab).

C. Analysis and Findings

1. Introduction

The Department has previously addsed proposals for capital cost recovery
mechanisms for electric distribution companies in the context of revenue decoupling and for
gas distribution companies regarding targeted infrastructure replacements forpeatke

mains’® See e.g., Massachusetts|Ectric Company/Nantucket Electric Company

40 The Department approved the first targeted
mechanism in 2009, recognizing that there wepeblic safety,service reliability, and
environmental issues associated with the continued existence and aging cpleale
facilities in gas compRL 09%38,at138.i e r i buti on
Departmentfound that approval of a TIRF mechanisrwaslikely to provide an
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D.P.U. 15155, at51 n.29 (2016) citing D.P.U. 09-39, at 80-84;

D.P.U. 1580/D.P.U. 1581, at 49-55; Bay State Gas Company.P.U. 09-30, at 129135

(2009) In evaluating capital cost recovery mechanisms for electric distribution company
proceedings, the Departmentés standard of rev

warranted and is in the best interest of ratepayerB®.P.U. 15155, at51; Fitchburg Gasand

Electric Light Company D.P.U. 13-90, at 36 (2014) Fitchburg Gas and Electric Light

Company D.P.U. 11-01/D.P.U. 11-02, at 111 (2011) Western Massachusetts Electric
Company D.P.U. 10-70, at 51-52 (2011) D.P.U. 09-39, at 80-84.** The Department has
allowed capital cost recovery mechanisms in cases where a company has adequately
demonstrated the need to recover incremental costs associated with capital expenditure

programs between base distribution rate casd3.P.U. 15155, at51-52; Boston Gas

incentive for more sustained and aggressive replacement of aging infrastructure, while
lessening the impediment of current capital constraintS.P.U. 10-55, at 122. On

June26, 2014, the Legislature passed An Act Relative to Natural Gas Leaks,

St. 2014, c. 149 (eff. Octoberl, 2014) which permitted gas distribution companies to
propose Gas System Enhancement Pl ans (AGSE
all leak-prone infrastructure on an accelerated basis and for recovery of the associated
revenue requirement after Department approval. The GSEPs have replaced TIRF
mechanisms for eligible gas infrastructure replacements made after Janua2915.

4 The Attorney General argues that the costs the Company proposes to recover are

neither new special, large, nor required by any financial emergency; additionally, she
contends that the costs do not vary significantly from year to year, are within the
Companyb6s control, and, thus, do not satis
mechanism. The Atorney General bases this argument on the requirements applicable

to establishing other types of cost recovery mechanisms, and not a capitedstment

cost recovery mechanismSee e.q., D.P.U. 10-55, at 66 n.43 (rejecting a proposed

inflation adjustmehmechanism); D.P.U.09-39, at 220-223 (approving a pension and

payment of benefits other than pensions expenses mechanism).
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Company/Essex Gas Company/Colonial Gas CompabyP.U. 10-55, at 121-122, 132133

(2010) D.P.U. 09-39, at 79-80, 82; D.P.U. 09-30, at 133134. Conversely, without
compelling evidence of lost growth in sales, the Department has decliredgprove a capital
cost recovery mechanism as an element of decoupligeeD.P.U. 11-01/D.P.U. 11-02,

at109-111; D.P.U. 10-70, at 47; seealso Investigation into Rate Structures that will Promote

Efficient Deployment of Demand ResourceB.P.U. 07-50-A at 50 (2008) The Department

has found that, where a company failed to demonstrate that there were extraordinary
circumstances preventing the company from acquiring the capital necessary to make required
investments in its infrastructure, approval of aapital cost recovery mechanism was neither
warranted nor in the best interests of ratepayerf.P.U. 11-01/D.P.U. 11-02, at 111;

D.P.U. 10-70, at 50-52.

Il n reviewing targeted infrastructure repl a
Department has found a proposed mechanism to be an appropriate exception to traditional
ratemaking where the infrastructure replacement subject to special ratemaking treatment
limited in both its scale and scope, with a revenue cap to provide sufficient protection for
rate payers by limiting the annual rate increase and addressing rate continuity concerns, and
where the program was designed to expedite replacemei?sP.U. 10-114, at 34, 5657,

66; D.P.U. 10-55, at 121-122, 133;D.P.U. 09-30, at 119, 133135, seealso

D.P.U. 11-01/D.P.U. 11-02, at 140 (rejecting a TIRF because it did not include an adequate
plan for accelerated infrastructure replacement). The Department§ that these standards

are equally applicable to the Mechanism proposed here.
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To determine whether Aquariondés proposed M
will first consider whether the Company has experienced extraordinary circumstances
preventirg it from acquiring the capital necessary to make required investments in its
infrastructure. If the Department determines that is the case, the Department will consider
whether the Mechanism is reasonably designed to achieve its intended goal and how its
i mpl ementation will affect ratkepp@ayers and the
D.P.U. 1580/D.P.U. 1581, at 48, citing D.P.U. 10-55, at 66.

2. Need for Acceleration of MainsReplacements

The Companyds service territoHmphamncl udes 2
Cohasset, Oxford, and Millbury Exh. AWC-TMD-1, at 17). The average age of the
Companyo6s distribution mains is 64 years in t
Millbury, and 49 years in Oxford Exh. AWC-TMD-1, at 17) . Tled Company
depreciable life of water mains is 70 year&kh. AWC-TMD-1, at 17). Over 32 percent of
the Companyé6s mains are greater than 70 years
100years old Exh. AWC-TMD-1, at 17). The Company testified that it i<urrently
experiencing a gradual increase in service needs and maintenarnceaf 103).

As the Department noted in Aguarionbs | ast

infrastructure has long been of concernD.P.U. 11-43, at 263, citing Aquarion Water

Company of Massachuseft®.P.U. 08-27, at 221 (2009) In that proceeding, Hingham and

Hull requested the Department to direct the Company to develop and implement a plan for

examining old mains and those affected by surface or subsurface flow, and a fdathe
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replacement of older mains and mains affected by soil erosidd.P.U. 11-43, at 262-263.
In that proceeding, the Department found that the Company had made progress in its mains
replacements program, acknowledging several mains replacementsqsoin Hingham, but
recognized that other sections of the Company
replacement.D.P.U. 11-43, at 264.

In 2016, the Company commissioned a consultant to develop a study using the
KANEW model to analyze the investmesineeded in mains replacements for its system and
to provide guidance on t he C@&thpAWMCYyTMB-1,i nput da
at18; AWC-TMD-4, at 5, 11; AG 13-31). In developing the KANEW study, the consultant
analyzed the available data for eaclf three Massachusetts systenise(, Hingham-Hull,
Millbury, and Oxford); specifically, the consultant analyzed the material, diameter, year of
installation, and break rate information for
were | istedr afsa biarEdhoAWMEDRID-4, at5, 12-13). The consultant
then organized the data into cohorts, or groupings, similar to ones previously created for the
AquarionCT systems and categorized by mains of similar sizad., small and large
diameter), magrial (e.q., asbestos cement, ductile iron, pit cast iron, spun cast iron), and
aging characteristicsxhs. AWC-TMD-4, at 5, 11; AG 13-32; DPU 20-17(b); RR-DPU-10;
Tr. at 116, 179). For each cohort, the consultant developed survival curves, which predict
how much of each type of main will need to be replaced in any given year to keep the
maximum break ratei(e., breaks per mile per year) for that cohort below a defined level

(Exh. AG 13-32).
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The consultant deter mi ned tohiastallaiomand Company

break rate history data, including water main material and age at time of break, was
inadequate for performing predictive break
water main data setxhs. AWC-TMD-4, at 5, 6, 11; DPU 20-17). As a result, the

consultant relied upon EULSs, aging factor€,and predicted break rates for each cohort based
on data derived from a 2015 KANEW study conducted on the AquarGi systems

(Exhs. AWC-TMD-4, at 6, 11; DPU 20-17(c); Tr. at 180, 183;Tr. 3, at 446-447).

The KANEW model simulates investment scenarios to identify the optimum
replacement plan based on the mains reaching the end of their useful life each year and other
constraints, including costs, length of work per year, and acceptabledd rate
(Exhs. AWC-TMD-1, at 18 n.1; AWC-TMD-4, at 11).** For an analysis period of the years
2016 through 2100, the consultant utilized the KANEW model to generate t{ig
replacement rate per year during the analysis period, (B¢ replacement rate adt the
planning horizon, (3)future break rate, and (4¥uture investment costExh. AWC-TMD -4,

at 34).** The KANEW study also includes results for pessimistic, medium, and optimistic

42 The aging factor is the percent annual increase in the rate of main breaks for a cohort

of mains (RRAG-1). For example, anaging factor of 3.35 means that the break rate
(i.e., breaks per mile per year) is expected to increase as a rate of 3fB&Fcent each
year (RRAG-1).

43 The KANEW study included scenarios for the Hingham/Hull/North Cohasset, Oxford,
and Millbury systems ndividually, and scenarios for the three systems together.

a4 The KANEW study also uses an efficiency factor to account for the efficiency of

targeting certain mains for replacement (ExXAWC-TMD -4, at 33). An efficiency
factor of one indicates theeplaced mains would have a break rate within the average

r

a
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EULs (Exh. AWC-TMD-4, at 32, 35). This provided scenarioshat balancemaintaining an
acceptable break rate and avoiding an unmanageable backlog against the associated
investment costsExh. AWC-TMD -4, at 36-58).

Based on its existing capital investment plan, the Company plans approximately
$2.1 million of distribution systeminvestment a year, including approximately $1.5 million in
mains replacements (equivalent to approximately 0.97 miles or 5,100 feet)

(Exh. AWC-TMD-1, at 16). To project the results of continuing this level of investment, the
KANEW model generated a scena based on a budget of $1.7&illion per year (or

1.2 miles per year), using EULs corresponding to a maximum break rate for each cohort of
0.25 breaks per mile per year (0.12 breaks per mile per year system wide), resulting in an
increase to 0.17 breakper mile per year system wide and a backlog of nearly sixiles by
2061 Exhs. AWC-TMD-4, at 34, 57-58; AG 13-32, at 2; Tr. 2, at 389-390). The KANEW
model also identified a scenario based on a budget of $ghlion (or 1.8 miles) per year,
using EULs caresponding to a maximum break rate for each cohort of 0.25 breaks per mile

per year (0.12 breaks per mile per year system wid&)resulting in a consistent system wide

range for their cohort if not replaced (ExhAWC-TMD -4, at 33). An efficiency
factor greater than one means that the replaced mains would otherwise have a break
rate above the average for their colt if not replaced (Exh. AWC-TMD -4, at 33).

4 Based on ahistoric tenyear average replacement cosis $275 per linear foot of main

(Exhs. AWC-TMD-1, at 18, AG 13-26; DPU 20-4). The KANEW study identifies a
weighted average of $277 per linear foot regated, but relies on the $275 figure in
calculating necessary investment amounts underdHferent scenarios

(Exhs. AWC-TMD-1, at 18; AWC-TMD-4, at 7, 33, 40, 45, 50, 57; DPU 20-4;

Tr. 3, at 573574).
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break rate that does not exceed 0.1i2eaks per mile per year and avoids an unmanageabl
backlog through 2070Exhs. AWC-TMD-1, at 18; AWC-TMD-4, at 54; AG 13-32, at 1-2;
Tr. 3, at 577-578). The projected necessary minimum investment would increase to
$2.8 million per year at that time Exhs. AWC-TMD-1, at 54; AG 13-32, at1). The
Companybases its proposed level of accelerated mains replacements on this scenario
(Exhs. AWC-TMD-1, at 1819; AG 13-25; AG 13-32, at1-2; Tr. at118119).
The Attorney General contends that the KANEW model is not publicly available and,
thus, its accuracy andeliability could not be verified (Attorney General Brief afL2, citing
Exh. AG 3-31). The Attorney General additionally contends that the KANEW study relied
upon data from Connecticut water companies for EULs and aging factors without
demonstrating thathose inputs were reasonable proxies for the Massachusetts system
(Attorney General Brief atl2-13, citing Exh. AWC-TMD -4, at 5-6). While the underlying
KANEW software was not provided, the consulta
model 6s o udgdetailed descrigtibnwfthee method usefixh. AWC-TMD -4,
at11, 32-35; seealsoExh. DPU 20-17; RR-AG-1; RR-DPU-10). The Department has
reviewed the record and finds that the Company provided sufficient evidence to evaluate the
method and resulting KANEW study.
Further, we find the Attorney General 6s ar
EULs and aging factors based on the Aquari®il system as inputs to the KANEW model.
The consultant identified that there was inadequate data for the Massattaisystem to

generate certain input values. Thus, in developing the KANEW study, the consultant
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organized the Massachusetts mains into cohorts similar to those in Connecticut, categorized
by mains of similar size, material, and aging characteristics)chapplied the EULs and aging
factors to those cohortsExhs. AWC-TMD -4, at 5-7, 11, 26; AG 13-32; DPU 20-17(b)&(c);
RR-AG-1; RR-DPU-10; Tr. at116, 179180, 183; Tr. 3, at 446447). We find the EULs
and aging factors from AquariofCT to be reasonablgroxies for the Aquarion system in
Massachusetts because both systems are of a similar age, with the same variety of sail,
weather, and environmental conditiongxh. DPU 20-17(b); RR-AG-1). We determine this
approach was reasonable, but as addressedent®nV.C.4.m., below, direct the Company
to continue implementing the recommendations set forth in the KANEW study regarding
mains and breaks data for purposes of future analyseshs. AWC-TMD -4, at 9, 21, 24-25;
DPU 20-16; RR-DPU-11; Tr. 3, at 447-453).

Finally, the Attorney General asserts that the industry average break rate is (228
mile per year and that reliance on a maximum break rate of 0.12 breaks per mile per year as
an input in the KANEW model would result in needless investment (Attorn&gneral Brief
at 13, citing Tr. at 119; Tr. 3, at 438). However, while the scenario relied upon by the
Company projects a systemide break rate of 0.12 per mile per year through the analysis
period and based on a maximum break rate of 0.25 per mile perar for each cohort, the
analysis also was based on avoiding an unmanageable backlog through 2070
(Exhs. AWC-TMD-1, at 18; AWC-TMD-4, at 34, 54; AG 13-25; AG 13-32, at 1-2;

Tr. at118119; Tr. 3, at 575578). In comparison, the scenario based on the current rate of
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mains replacements showed a backlog of nearly six miles as of 2@ghs. AWC-TMD -4,
at 34, 57-58; AG 13-32, at 2; Tr. 2, at 389-390).

Based on our review, we accept the KANEW study as suppbror t he Company?o
need to accelerate its mains replacements activities to ensure that it will continue to meet its
service obligations over the long terrff. Based on the factors addressed above, the
Department determines that the Company has demonstrateded for acceleration of mains
replacements and rehabilitation on its system. The Department finds that acceleration of
mains replacements will enable the Company to avoid an unmanageable backlog of necessary
mains replacements, thus minimizing the patel for a future significant financial impact on
ratepayers geeExhs. AWC-TMD-1, at 18, 25; AWC-TMD-4, at 34, 54; AG 13-32, at 1-2;

Tr. at40; Tr. 3, at 431-434). Further, the Department finds that accelerating replacement of
water mains will increasesystem reliability, reduce water loss due to leakage, improve
service to customers by reducing water discoloration and service interruptions, and improve

flow capacity and pressureExhs. AWC-TMD-1, at 4, 15-16, 25-27; DPU 20-15;

% The Attorney Generakontends that th& ANEW model fails to prioritize mains with

higher break ratesandreplacesmains proportiondy acrossthe three systemand, as
a result, doesnot target the worst mains first to get the maximum reduction in leaks
for the lowest cost (Attorney General Brief at4). However, the KANEW model and
corresponding studys intended to identify the appropriate level of mains
replacemery, not identify individual mains for replacement. The Company will
prioritize specific mains for accelerated replacement or rehabilitatiased onasset
management (break history, main size, material, water quality, soil type, age,
location, and town paving projects), hydraulic improvements, and the need for
redundancywhileb al anci ng the investments &gcross t
as well as the input from stakeholders, as addressedectionV.C.4.1., below

(Exhs. AWC-TMD-1, at 20; DPU 20-14; Towns6-12; Towns 7-6; Tr. at 60-62,
99101, 103, 171, 202208).
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Towns5-10; Tr. at 44-45, 88-89). We now consider whether the Company has demonstrated
the need to recover incremental costs associated with mains replacements between rate cases.

3. Need to Recover Incremental Capital Costs Between Rate Cases

Beginning November 1, 2018, the Compguwill recover approximately $2,003,779
annually through its depreciation expense in base rag=eSectionVIII.P ., below). In the
capital plan submitted with its initial rate filing, the Company identified an average of
$3,308,799 in annual capitadéxpenditures from 2019 through 2021, including investments in
mai ns, T&D, information technology (Al To), me
and general plantExh. SCO-1). Planned capital expenditures for mains alone averaged
$1,510,799 for thesame time periodExh. SCO1; seealso Exh. AWC-TMD-1, at 16). In
proposing the Mechanism, the Company identified a series of mains replacements projects
that could be accelerated with implementation of the proposed Mechanism, representing an
increaseinaver age annual investment of $1,073, 875 ¢
plan for 2019 through 2021Exhs. SCO1; AWC-TMD-1, at 20, 21; AWC-TMD-3;
Towns 6-3). This results in projected average annual capital expenditures of $4,382,674 with
the incluson of the projected accelerated mains replacements expenditures alone
(Exhs. SCO1; AWC-TMD-3).*” Accordingly, the Company would be unable to fully fund
its projected capital expenditures, including accelerated mains replacements activities in 2019

throughthe level of depreciation expense allowed to be recovered in base rates.

4 The three years of accelerated investment identified by the Company fat@through

2021 included only mains (ExhTWC-TMD -3).
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Additionally, the Company has demonstrated that its potential to collect additional
revenue resulting from growth in sales is limitedsée e.g., Exhs. DPU 7-7; DPU 15-21,
Att. A; DPU 19-12; DPU 24-10; DPU 24-11; AG 3-2, Att. B (2012) at 11, 9597,
AG 13-10; Towns7-20, Att. A at 11, 101-104; Tr. at 7576, 134135, 13%+138; Tr. 3,
at413415). Specifically, the Company provided evidence that its conservation efforts have
resultedin the loss of sales growth and flat consumption since its last rate case
(Exhs. DPU 7-7; DPU 15-21, Att. A; DPU 19-12; DPU 24-10; DPU 24-11; AG 3-2, Att. B
(2012) at11, 9597; AG 13-10; Tr. at 7576, 134135, 137138, Tr. 3, at 413415). Here,

the Compay has demonstrated that as a result of conservation measures and the water

withdrawal limits established by MassDEP, the addition of new customers does not provide a

significant increase in earninggEfkhs. DPU 7-7; DPU 1521, Att. A; DPU 19-12;
DPU 24-10; DPU 24-11; AG 3-2, Att. B (2012) at 11, 95-97; Towns 7-20, Att. A at 11,
101-104; Tr. at 7576, 134135, 137%138; Tr. 3, at 413415). The Department recognizes
that this | oss of sales growth resulting
consenation efforts is similar in effect to that experienced by the electric distribution
companies under decouplingD.P.U. 15-80/D.P.U. 1581, at 48-49. The Department finds
that this lack of sales growth eliminates a source of revenues that may otherwisedeel to
fund capital investments.

The Company argues that the Mechanism
revenues are not sufficient to maintain debt coverage ratios (Company Bri€fatciting

D.P.U. 1580/D.P.U. 1581, at 49-50; CompanyReply at4-5 ) . Aquarionos

from

s f

currtr
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purchase agreements on its outstanding lgagn debt prohibit the Company from issuing

new debt if the debt/capitalization ratio exceeds @8rcent, or if the debt coverage ratio,

measured as earnings before interasd taxes to interest expense, is less than one and a half

times the level of interest expens®R-HH-3; Tr. 4, at 700, 702). If the Company surpasses

its level of interest expense, then it may only seek additional financing with the consent of

twothrds of the Company 6 RHKEH3 &.t4)jah7@0, O6)nRuhng | der s (
calendar years 2016 and 2017, the Company did not meet its debt coverage aHH-3;

Tr. 4,at700) . However, the Companyds progected i
months ending December 31, 2018, is 2.3¥rcent Exh. AG 13-1, Att. A at 4). Thus, the
Department is not convinced that the covenant
to significantly restrict thervdindthatasyads abi | i
result of Aquarion being a part of Eversource, which has a high market value and a high

bond rating, the Company will have the ability to finance at a lower cost of capital

(Exhs. AWC-TMD-1, at 8-9; DPU 9-4; DPU 9-8; AG 13-1, Att. A at 4). See

D.P.U. 17-115, at30-31 (recognizing strong potential for Aquarion to receive a higher credit

rating and have access to more favorable interest rates after the acquisiffbrjlowever,

while the Company likely will have some ability to issue lontgrm debt going forward, the

Company will remain limited by the need to maintain the balance of its capital structure at an

48 The Attorney General additionally asserssgnificant operational savings due to

economies of scale, on the scale of three to figercent (Attorney General Brief

at 12, citing Exh. AG-TN at 10i 12). While some amount of operational savings are
likely as Eversource becomes familiar with the Company and its water operations, the
level of any such savings are speculative at this tim&eeD.P.U. 17-115, at 33-34.
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appropriate level Exhs. AWC-TMD-1, at 19; Towns 7-3; RR-HH-3; Tr. at 56-58, 123-125;
Tr. 4, at 700-704).

The record demonstratethat the need for accelerated mains replacements is unrelated
to growth in the number of customers that the Company serves and is related to the need to
upgrade existing infrastructuregxhs. AWC-TMD-1, at 18-20; 25-27; AWC-TMD-4, at 18,
25; DPU 1521, Att. A; DPU 19-12; DPU 24-10; DPU 24-11; AG 13-32; Tr. at 26, 40,
103; Tr. 3, at 431-434). The Company provided evidence to support its position that the rate
of mains replacements would be greater with the Mechanism than without it
(Exhs. AWC-TMD-1, at 16, 20, 25; AWC-TMD-4, at 6-7, 54-57; AG 13-32; DPU 20-3;
DPU 20-9; Tr. at40; Tr. 2, at 380-381; Tr. 3, at 431-434). Without the proposed
Mechanismthe Company would continue to deliver on its service obligations through O&M
activities and continue to imest in mains replacements at a rate of approximately onie
per year, with those investments and any additional investments in mains replacements
affected by the need for other capital investments and pressure on earniggss, SCO
at4-5; SCO-1;, AWC-TMD-1, at 16; Towns6-11; Tr. at99-105; Tr. 2, at 381, Tr. 3,
at428436). SeeD.P.U. 09-30, at 132. The record demonstrates that this likely will result
in increased O&M activities over an extended period, as well as a significant increase in the
need br mains replacements by 206 Ekhs. AWC-TMD-1, at 18, 20, 27; AWC-TMD -4,
at 54-58; AG 13-32, at 2; Towns 6-11; Tr. 2, at 389-391).

Based on the considerations addressed above, the Department finds the Company has

adequately demonstrated its need to recover incremental costs associated with mains
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replacements between rate cases. We now consider whetheptbposedMechanism is

reasombly designed to achieve its intended goal of accelerating investment in mains

replacements and rehabilitation, and other reliabittglated capital work and how its

i mpl ementation will affect ratepayers and Aqu

D.P.U. 1580/D.P.U. 1581, at 50, citing D.P.U. 10-55, at 66.

4, Design of Mechanism
a. Introduction
Under traditional ratemaking, a distributdi

a return of (through depreciation expenses) nor return on (through return on equitfR OE 0 ) )
the capital expenditures it has made since the test year used in its most recent base rate
proceeding. D.P.U. 1580/D.P.U. 1581, at50; D.P.U. 09-39, at 80. A company is

allowed to include those capital expenditures in its cost of service amponent of rate

base during its subsequent base rate proceeding, and it begins to recover a return of those
investments through depreciation expense and a return on those investments based on their
depreciated value as of the end of the test year when Haese rates approved by the
Department in that proceeding take effecD.P.U. 15-80/D.P.U. 1581, at 50;

D.P.U. 09-39, at 80. The delay between when a company incurs capital expenditures and
when it includes a return of and on such expenditures in itssearates is referred to as
regulatory lag. D.P.U. 15-80/D.P.U. 1581, at50; D.P.U. 09-39, at 80. In satisfying their
obligation to provide safe and reliable service to their ratepayers, absent regulatory lag,

companies have the incentive to invest ingital improvements rather than O&M expenses,
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even if a capital improvement represents a saptimal solution as compared to necapital
production factors. D.P.U. 15-80/D.P.U. 1581, at 50-51; D.P.U. 09-39, at 80. Unlike
O&M expenses, capitabxpenditures provide a return to their shareholders when ultimately
included in rate base; this bias toward capital investment is known as the Avelohnson
effect. D.P.U. 15-80/D.P.U. 15-81, at51; D.P.U. 09-39, at 80-81.*° The existence of
regulatory g provides an important counterbalance to the Avetidhnson effect because
companies will not earn a return on their investments until their next rate case proceeding.
D.P.U. 1580/D.P.U. 1581, at51; D.P.U. 09-39, at 81. As such, regulatory lag proviles
the incentive for companies to pursue a more balanced strategy between capital expenditures
and O&M expenses in their provision of safe and reliable service to their ratepayers.
D.P.U. 1580/D.P.U. 1581, at51; D.P.U. 09-39, at 81.*°

As addressed alive, the Company plans to significantly increase its capital
expenditures under its proposed Mechanism in order to accelerate mains replacements and
rehabilitation, and other reliabilityrelated capital work across its systemsdg e.q.,
Exhs. SCO1; AWC-TMD-1, at 21, 25, 26; AG 1314, Att. A at 2; Tr. at43-48; Tr. 2,
at372; Tr. 3, at 425434). Further, the Company would recover a return on (and of) all of
its eligible capital expenditures beginning the year after the Company incurs the expenditures

(Exhs. AWC-TMD-1, at 23; AWC-TMD-2, at 2). As proposed, eligible capital expenditures

49 Harvey Averch & Leland L. Johnson Behavior of the Firm under Regulatory

Constraint 52 AM. EcoN. Rev. 1052, 1069 (1962).

>0 This incentive applies most acutely to
distribution rate proceedings

t

h e
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would include meters, pressureeducing valves, nofrevenue producing mains, replacement
valves, main cleaning and relining projects, nereimbursable relocation projectshe
maintenance and replacement of water storage tanks, comymamyed segments of services,
and companyowned and noffunctional hydrants, representing 68ercent of total annual
capital expendituresixhs. AWC-TMD-1, at 21; AWC-TMD-2, at 1; AG 13-51;

Tr. at26-27, 43-49, 167; Tr. 2, at 387-388). As such, the proposed Mechanism significantly
reduces and potentially eliminates the important incentive that regulatory lag provides to the
Company to maintain an appropriate balance between investing in capitatovements and
incurring O&M expenses.

The Attorney General and the Towns argue that the elimination of regulatory lag will
incentivize the Company to make investments that are not necessary to provide safe or
reliable service, for the benefit of shatelders (Attorney General Brief a6-7; Hingham/Hull
Brief at 12). The Attorney General also argues that the elimination of regulatory lag will
remove the incentive to minimize the costs associated with capital projects (Attorney General
Brief at 7). The Company contends that with the limited increase of.8Imillion in
additional capital expenditures the Mechanism would not result in overinvestment in its

system (Company Brief a®2). As noted above, the average accelerated level of mains

investmentalae over the next three years is $1, 073,
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planned leveP* However, the Mechanism does not contain any provision that would limit
recoverable investment to this level.

The Department concludes that, as proposed, the Comgasy pr oposed Mechan
does not strike an appropriate balance between (1) providing the Company with sufficient
funds to increase investment to accelerate capital investments to the required level to ensure
reliable service to its ratepayers and (2) protetj its ratepayers against the incentive the
Company has to overinvest in capital infrastructure in order provide earnings to its
shareholders. To reach a balance between these opposing incentives, the Department finds it
appropriate to require several naifications to the proposed Mechanism, including limiting
the type of capital expenditures that are recoverable through the Mechanism and decreasing
the revenue cap, which limits the annual rate increase and ensures rate continuity. Further,
the Departmetwill evaluate the prudence of each project proposed for recovery in a

Mechanism proceedingonacaty-c ase basis within tHhHeWtBompany?b

>1 The Company states that it expects to complete a total of two to four projects under

the Mechanism each year (T13, at 592).

52 A prudence review must be based on how a reasonable company would have

responded to the particular circumstances that wer@wm or reasonably should have

been known at the time a decision was mad&oston Gas Companyp.P.U. 93-60,

at 24-25 (1993); Western Massachusetts Electric Compaiy.P.U. 85270, at22-23

(1986); Boston Edison Companyp.P.U. 906, at165 (1982). A review of the

prudence of a companyds actions is not dep
proved to be accurate, but rather upon whether the assumptions made were

reasonable, given the facts that were known or that should have been known at the

time. Massachusettdmerican Water CompanyD.P.U. 95118, at39-40 (1996);

D.P.U. 9360, at 35; Fitchburg Gas and Electric Light Company.P.U. 84-145A

at 26 (1985).
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the modifications addressed below, the Department finds that the Mechanism will effectively
expalite mains replacements, while providing sufficient protections for ratepayers.

b. Scope of Mechanism: Eligible Investments

The Company proposes eligible capital investments including meters,
pressurereducing valves, nosrevenue producing mains, replacemerdlves, main cleaning
and relining projects, norreimbursable relocation projects, the maintenance and replacement
of water storage tanks, comparmywned segments of service lines, and compamwned and
non-functional hydrants Exhs. AWC-TMD-1, at 1, 21; AWC-TMD-2, at 1). The Company
maintains that 8Ipercent of the Mechanism expenditures would be for the replacement of
mains and services with the remainder of the Mechanism capital spending targeting hydrants,
meters and tanks, facilities that account forater leakage (Company Brief &5, citing
Tr. at 26, 43-49; Company Reply ab). In allowing implementation of TIRF mechanisms
for certain gas distribution companies, the Department found that mechanism to be an
appropriate exception for traditional ratesking because the infrastructure replacement
subject to special ratemaking treatment was limited in both its scale and scdpeeBay State
Gas CompanyD.P.U. 12-25, at 45 (2012) citing D.P.U. 10-114, at56-57; D.P.U. 10-55,
at122; D.P.U. 09-30, at 133. Here, we determine that the Mechanism must be limited in
scope to justify special ratemaking treatmengSeeD.P.U. 12-25, at 45, citing
D.P.U. 10114, at56-57; D.P.U. 1055, at 122; D.P.U. 09-30, at 133.

As addressed above, the KANEW studgvaluated longerm replacement scenarios for

t he Company 6 £XhwAaAMC-aWD-4nat b)n Howdver, the KANEW study did



D.P.U. 17-90 Page63

not address the need for accelerated investments in other infrastructaxé.(AWC-TMD -4,

at5; Tr. 3, at 419). Further, the Conpany states that water mains represent the most
significant category of assets within its system and are where most investment is needed
(Exh. AWC-TMD-1, at 17; Tr. at26-27).>®> The Company attributes significant leakage and
high UAW to service line leaksand breaks Tr. at43-46).>* When replacing water mains,

the Company also replaces connected service lineslyes, and hydrant§ (seeTr. at 44,

47-48; Tr. 2, at 368; Tr. 3, at 419421). However, the Company did not otherwise provide
further support orconduct further analysis for the need to accelerate investments in service
lines or the other proposed categories of eligible plant, other than maisesg(

Exhs. AWC-TMD-1, at 21; AWC-TMD-2, at 1; Tr. at43-44; Tr. 2, at 368, 370371; Tr. 3,
at419). Accordingly, the Department determines that the infrastructure replacement subject
to this special ratemaking treatment should be limited to mains replacements and
rehabilitation and that it is appropriate to include in eligible plant any connected servicesline
valves, and hydrants replaced as a result of the mains replacements. As a result, we find that
the Mechanism is more appropriately termed the MaiRgplacements Adjustment

Mechanism

>3 AsofDecember3 1, 2016, T&D plant represented two
system, with mans comprising 74percent of T&D plant (Exh. AWC-TMD-1, at 17).

>4 Company service |lines connect the Companybd

customer 0s ap4849pTe.r2tay37437T6). .

> While hydrants in Service Area A are owned by the resge@® municipalities these

hydrants are replaced by Compaiowned hydrants when an aeciated main is
replaced (Tr.at47-48; Tr. 3, at 421-422).
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The Towns assert that recovery under the Mechanism should be lichiteonly the
$1.0 million in accelerated investments (Hingham/Hull Brief d6; Hingham/Hull Reply
at4). The Company contends that the recovery of all incremental investments would enable
it to accelerate replacements, while recovery of only the $1.0lhain in accelerated
investments would render the Mechanism meaningless (Company Redy.aWe decline to
limit the investments recoverable under the Mechanism to the accelerated investments, and
we will allow recovery of incremental investment consistewith other mechanisms and
Department precedentSee e.g., D.P.U. 15155, at54; D.P.U. 09-39, at 82;
D.P.U. 09-30, at 130.

C. Investment Threshold

The purpose of the approved Mechanism is to enable acceleration of investment in
mains replacements and rehabilitation. Accordingly, we will establish a performance
standard to ensure that the benefits of accelerated mains replacements are realized.
D.P.U. 12-25, at52. We find that it is reasonable and appropriate for there to be a direct
correlation between the metric and the Compan
determine that it is reasonable and appropriate to establish a threshold levelilesmf mains
replacements that the Company must complete each year in order to recover under the
Mechanism. We recognize that the threshold level must strike a reasonable balance between
ensuring an accelerated level of mains replacements and providikegGompany a reasonable
opportunity to achieve the thresholdD.P.U. 12-25, at 53. In establishing the threshold, we

find the Companyds historical replacement r at
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replacements with and without the Mechanism, asmdiéed in this proceeding, to be
relevant. Additionally, we considered the target replacement rate identified by the KANEW
study and adopted by the Company to be instructive. From 2014 to 2016, Aquarion replaced
an average of 1.11Imiles of main per yeawithout a mechanismgxh. AG 13-26).>° In its
initial filing, the Company budgeted an average of $1,470,799 toward planned mains
replacements for 2019 through 2022, or an average of 1.@fles of planned mains
replacements per yeaiexhs. SCO 1; DPU 4-21(b)). In proposing the Mechanism, the
Company states that it will be able to replace an additional 0.76 miles of main per ye#r
the Mechanism is implemented&kh. AWC-TMD-1, at 16).
Based on these considerations, we expect the Company can achiéweshold level
of mainsreplacements of 25 miles per year. We find that this level of threshold for mains
replacements will ensure a sustained and accelerated rate of mains replacements. Setting a
threshold level of mains replacements would be ingffiwe in the absence of an enforcement
consequenceD.P.U. 12-25, at54. As such, we find that if the Company fails to achieve
the threshold level of 125 miles of mains replacements during a Mechanism year, it is
reasonable and appropriate to suspend@o mpany 6s recovery until it s
costs associated with t-dligibeinyest@ants.sThabis, iiteker wi s e M

Company fails to achieve the threshold level of mains replacements in a year, it would not

> This period excludes those years during which the Company was subject to good

husbandry obligations in Oxfal (i.e., 20032013) (Exhs.SCO at9; DPU 20-23;
Tr. 3, at 445446).

> Calculated as ((9,100 5,100)/5,280) 6eeExh. AWC-TMD-1, at 16).
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receive the benefibf accelerated recovery of costs that the Mechanism provides for that
year. D.P.U 12-25, at 55.

d. Revenue Cap

The Company proposes a cap on the annual change in revenue requirement recovered
through the Mechanism that is fiv@ercent of prior calendar yar revenues
(Exhs. AWC-TMD-1, at 23; AWC-TMD-2, at 4). Additionally, the Company proposes a
cap of tenpercent on the total revenue requirement increase between rate cases
(Exh. AWC-TMD-1, at 23). The Company proposes to base the tparcent revenue capn
the revenues approved in the Companyods | ast
miscellaneous charges, surcharges related to the Hingham/Hull WTP, and any purchased
water surcharge revenueg&xkh. AG 13-61). The Attorney General contends that the
Companyds proposed revenue cap is twice the
increases of fivepercent annually without end (Attorney General Brief 8. Similarly, the
Towns assert that the annual bill impacts would not be minimal, and the cunwéaincrease
over years would be significant (Hingham/Hull Brief at0-11). The Department finds that a
five-percent cap applicable to the annual increases in revenues does not adequately protect
ratepayers from excessive annual increases in distributiates. Therefore, the Department
finds it appropriate to limit the change in the annual Mechanism revenue requirenent
two percent of annual revenuekess amounts related to miscellaneous charges, surcharges
related to the Hingham/Hull WTP and any puchased water surcharge revenues. To the

extent that application of the cap results in a Mechanism revenue requirement that is less than

ot}
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that calculated, the Company shall defer the difference and inclitdi@ the reconciliation for
recovery in the subsagent year to the extent there is room under the cap. Carrying charges
shall be calculated on the average deferred balance using the customer deposit3ate.
D.P.U. 15155, at55; D.P.U. 1580/D.P.U. 1581, at53. Such deferred amounts may be
included in reconciliation for recovery in the subsequent year to the extent there is room
under the cap, but may not be included in mee
Regarding the arguments about the effect of tbemulative effect of the Mechanism,
the cap of ten percent on the total revenue increase between rate cases will ensure that the
Mechani smdés effects are evaluated within the
total increase under the Mechanism@eds ten percent. The Department finds this is an
appropriate safeguard. However, the Companyo
proposed cap. Accordingly, the Department directs the Company to revise Section IV of its
Mechanism tariff to providefor a ten percent revenue cap on the revenues approved in the
Companyb6s | ast rate proceeding, | ess amounts
related to the Hingham/Hull WTP, and any purchased water surcharge revenges (
Exhs. AWC-TMD-2, at 4; AG 13-61).
The Towns suggest that if the Mechanism is approved it should be phased in over
time (Hingham/Hull Reply at4). However, the Towns did not provide a specific proposal
for a phase in. Additionally, the Department finds that with the revenueps, the

Mechanism will adequately protect ratepayers from excessive increases in distribution rates
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and ensure rate continuity. Thus, the Department declines to implement a phase in for the
Mechanism.

e. Reduced O&M Expense

The Attorney General asserts & the Mechanism does not account for the savings in
O&M expense associated with the reduction in leaks and repairs that would result from the
mains replacements projects (Attorney General Briefgt The Company states that it incurs
ongoing O&M expensdo maintain aging mains and agrees that replacement of older mains
would reduce these expensdsxhs. AWC-TMD-1, at 18; DPU 20-13; RR-DPU-9; Tr. 2,
at394-399; Tr. 3, at 410-411).

An O&M offset is meant to represent the amount of associated reduction®&M
leak repair costs that are achieved when aging mains are replaced?.U. 12-25, at 59;
D.P.U. 09-30, at 130. The Department has found in GSEP and TIRF proceedings that
calculating O&M offsets based on a thregear rolling average of costs of repes per mile
and leaks per mile data is appropriateD.P.U. 14-132, at82. The Company proposes an
O&M offset based the most recent thregear average cost of leak repair per mile, applied to
the miles of water mains replaced or abandoned within the Meaisan year (Company Brief
at 97). We find that inclusion of this O&M offset in the Mechanism is reasonable and
appropriate. We direct the Company to update its O&M offset with the most recent
threeyear averages in its annual Mechanism filing.

The Attorney General additionally contends that this reduction in leaks and breaks

should reduce the power and chemical costs associated with the water supply (Attorney



D.P.U. 17-90 Page69

General Brief at9). However, the Attorney General does not quantify or propose a method

to account for reductions to power or chemical expense. Any such savings cannot be

guantified based on the record of this proceeding. Accordingly, the Department declines to
adopt the Attorney General s recommemdrati on t

chemical expense.

f. Earnings Test

The Attorney General contends that the Mechanism does not include an earnings test
to demonstrate that the Companyodés overall rat
Mechanism revenues are combined with base rai&gorney General Brief at3). In
response, the Company asserts that it does not object to including a test that would allow for
recovery through the Mechanism as long as earnings are below the authorized return on
equity (Company Brief at96-97).

An eamings test would halt recovery from ratepayers of the revenue requirement
associated with the Mechanism in the event of excessive earnings by the Company. The
Department finds that such test is appropriate here. Accordingly, the Company is directed to
revise its tariff to include a provision implementing such an earnings test within the
Mechanism. The Company shall calculate its actual annual earnings and include this

calculation in its annual Mechanism filing.

g. Overhead and Indirect Costs

The Attorney General contends that the Mechanism does not include a test to ensure

that the overhead and indirect costs included in base rates are not also recovered through the
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Mechanism (Attorney General Brief 8@). The Department has previously required
companiego demonstrate that O&M labor overhead and clearing account burden costs
recovered through a capital cost recovery mechanism are incremental to the O&M labor
overhead and clearing account burden costs being recovered in base r&ad3.U. 14-132,
at 7879, D.P.U. 12-25, at 56, citing D.P.U. 10-114, at73-73; D.P.U. 10-55, at 141-142.
We determine that it is appropriate to establish a similar requirement here. We direct
Aquarion to demonstrate as part of its annual Mechanism filing that @&abor overhead
and burden costs are not recovered in both base rates and the Mechanism revenue
requirement and allocated equally to all capital projects in a given year. Further, we direct
Aquarion to include in its compliance filing to this Order schetes showing the O&M level
of labor overheads and clearing account burdens recovered through base rates.

h. Property Taes

For purposes of the Mechani smdbs revenue r e
proposes to determine property tax expense using the algwoperty tax rate in effect for
each town at the end of the most recent Mechanism year completed, applied to the
cumulative Mechanism year ending net book value of all eligible plant additions from the
first Mechanism year through the end of the mostaent Mechanism year
(Exh. AWC-TMD-2, at 2).
While municipalities and other taxing authorities operate on a fiscal year basis running
from July 1st through June 3th, property valuations used to establish property tax rates are

based on a tsmplacaasefdansrydt sDsPelt 14-132, at 71, citing Milford
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Water Company D.P.U. 12-86, at 239 (2013) Consequently, taxing authorities customarily

bill the first and second fiscal quarter property taxes during the third and fourth calendar

quarer s of the year being assessed based on one
tax amount. D.P.U. 14-132, at71-72, citing D.P.U. 10-114, at263. As a result, the total

property tax expense on Mechanisaligible plant additions will not be fuly realized until the

third year of the revenue requirement calculation for that eligible plangeeD.P.U. 15155,

at 58-59. In view of this timing difference, the Department finds that for the purpose of
calculating the Mechani smés revenue requireme
the first year of investment shall be zero. The property tax expense for the secgedr of

invest ment shall be one half of the Companyo6s
plant for the prior Mechanism year.D.P.U. 14-132, at72. Specifically, the property tax

expense for the second year of investment shall be calculatest fay applying the effective

tax rate to the Mechanisreligible net plant as of December 3t of the prior year, and taking

one half that amount.D.P.U. 14-132, at72. For subsequent years, property tax expense

shall be calculated based on each investineny e a r 6 s -elfjible plamtraddiions.

i. Depreciation Expense Offset

The Attorney General asserts that the proposed Mechanism does not account for
annual recovery of capital investments in base rates (Attorney General Brig-8). The
Attorney Gereral argues that, holding all else equal, because depreciation reduces rate base,
it reduces the required return the Company recovers each year subsequent to a rate case, and

allowing the Company to recover the return on test yeand plant balances in bagates and
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plant additions through the Mechanism constitutes double recovery (Attorney General Brief
at9 ) . The Company asserts that a Adepreciatio
approach and contends the Department has consistently fourtdhleaunds from
depreciation expense are intended to allow a company to recover its capital investments in a
timely and equitable fashion over the service lives of the investments (Company Briéeat
citing D.P.U. 14-132, at63; D.P.U. 1590, at22-23).
A depreciation offset is warranted when a company has a capital recovery mechanism
that recovers the revenue requirement for all capital investment in service after the test year
of its last rate case because under such a capital recovery mechanisne trerno
unrecovered capital costs to offset the lower required return caused by the depreciation of
rate base. As such the capital recovery mechanisms approvedMassachusetts Electric
Company and Nantucket Electric Company, each d/iMational Grid, and Fitchburg Gas and
Electric Light Companyd/b/aUni t i | 6s el ectric division, whict
requirement for all capital expenditures in service after the test year, include a depreciation
offset. D.P.U. 09-39, at 79; D.P.U. 15-80/D.P.U. 1581, at 55. However, in approving
certain capital cost recovery mechanisms such as the TIRF, which limit the expenditures
eligible for recovery, the Department has not required companies to net out its depreciation
expense in calculating their revenue requments. D.P.U. 12-25, at 58-59. Similarly, the
Department did not require an adjustment or offset for the depreciation expense in base rates

in calculating the revenue requirement for the GSEPB.P.U. 14-132, at 54, 64-65.
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The Department finds a depreaiion offset is not warranted for the Mechanism at
issue in this proceeding because, approved in SectiorVV.C.4.b., we have limited the
investments eligible for recovery to mains replacements and connected service lines, valves,
and hydrants replaced as part of a main replacement. In addition, the earnings test, approved
in Section V.C.4.f., will prevent the Company from recovering over its allowed return
because of the Mechani sm. Therefore, we decl
to include a depreciation offset in the Mechanism.

J- Offset for Revenues from Water Balance Program and System
DevelopmentCharge

The Company collects revenues from its Wat
in Section XlI. , below) and through the System DevelopmeGth ar ge ( ASDCO) . Re
from thesesourcesare used to offset the costs of connecting new customers toghstem and
to accommodate for increased system demarigshs. DPU 6-13; DPU 22-12; Towns 7-16,

Att. A at 3, 13; Tr. 2, at 322). The Company stated that, while WBP revenues have not
previously been used for mains replacements, it acknowledged a possildeay between
Mechanisrreligible capital projects and WBHRligible projects €.g., to fund bleeder® mains
replacements projectsEkhs. DPU 22-12; DPU 24-11, Att. A (Supp.) at3; Tr. 2,

at 320-327)>° Similarly, the Company acknowledged that overlap exiftstween

>8 Bleeders are shallow mainthat would freeze in winter unless water is continuously

flowing throughthem (Exh.DPU 22-3, at 2; Tr. 2, at 326-:327).

>9 Because the WBP is intended, in part, to fund water conservation activities, the

Company is contemplating use of these funds towards the replacement of shallow
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Mechanismeligible capital projects and projects where mains are replaced using SDC
revenues Exh. DPU 22-12; Tr. 2, at 327-328).2° The Company also acknowledged that the
proposed tariff language fails to account for an offset for these alternsteirces of funding
(seeExh. AWC-TMD-2, at 3; Tr. 2, at 330-331). The Department determines that
Mechanismeligible mains projects fully funded through either WBP and/or SDC revenues
are not eligible for recovery through the Mechanism. However, otherwis&gible mains
projects that are partially funded using WBP and/or SDC funds remain eligible for partial
funding under the Mechanism for amounts incremental to costs already recovered through
base rates, the WBP, and the SDC. Accordingly, to account ftrose eligible projects that

are partially funded using WBP and/or SDC revenues, the Department directs the Company
to include a rate base offset in its Mechanism revenue requirement calculation to account for
these alternate funding sourcesgeExh. AWC-TMD-2, at 3; Tr. 2, at 330-331). In

addition, the Department requires the Company to include in its annual Mechanism filing a
detailed accounting of all SDC and WBRInded mains projects completed during the
Mechanism yeaf! Further, the Department dires the Company to submit detailed reports
of all (1) WBP-funded mains projects and (ZDC-funded mains projects conducted during

the year.

bl eeder mains in additi onsetvaiontadtitiesGlo.2npany 0 s
at 323-324, 329330)

60 The Company primarily uses SDC revenues to upsize existing mains
(Exh. DPU 22-12; Tr. 2, at 327-328).

61 Accounting requirements for WBP funds araddressed in SectioW1.D.2.b., below .
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k. Additional Tariff Revisions

During the course of the proceeding, the Company acknowledged that the provision of
the tariff addressing the annual reconciliation should be revised to clarify that prior year
Mechanism revenues are reconciled against authorized Mechanism revenues, rather than all
revenues geeExh. AG 13-63). Specifically, the definition for reconciliaton should be
revised to: A[r]econciliation of prior year |
surplus ofMechanismrevenue actually collected as compared to those authorized by the
Depar t seebxhis AWC-TMD-2, at 3; AG 13-63 (emphasis dded)). Accordingly, we
direct the Company to incorporate this revision in its compliance filing.

l. Coordination with Municipalities

The Company proposes a stakeholder process under which Aquarion will work with
the municipalities to select projects thatave the biggest impact on reliability and water
guality and that may be completed in coordination with municipal paving work
(Exhs. AWC-TMD-1, at 21; Towns 7-6; Tr. at 203). The Company contends that the
municipalities within its service territory will kenefit from increased visibility and input into
the projects to be completed, as well as increased transparency regarding the rate impact
associated with the investment&xhs. AWC-TMD-1, at 26; Towns 6-15).

The Company states that it is committed to kiag sure the annual process operates
smoothly and in coordination with the municipalities, and it proposes to summarize the
results of this stakeholder process within its annual Mechanism filifgxis. AWC-TMD -1,

at 24-25; Towns6-12; Towns6-15; Towns 7-6). Specifically, the Company will develop a
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preliminary list of Mechanisraeligible projects at least one year in advance of anticipated

construction that identifies the prioritization for the upcoming three years based on factors

such as break historyage, material type, soil condition, water quality, and capacity

(Exh. Towns7-6). The Company proposes to meet with the municipalities before

Octoberlst each year to review paving projects and underground work on the roadways to
identify any areasofove | ap bet ween the Companyo6s priority
work planned by the municipalitiesxh. Towns6-12; Tr. at 61-62, 203). The Company

intends to hold one or more meetings to discuss the preliminary list of projects, with the goal

of arriving at a mutually agreedo project plan for the MechanismExh. Towns 7-6, at 2).

The Company wil |l i ncorporate the municipaliti
be submitted to the municipalities by Novembaést (.e., 90 days prior to its filing with the

Department) each year that seeks input on replacement priorities and scheduling issues

(Exhs. AWC-TMD-1, at 24; AWC-TMD-2, at 4; Tr. at 61-62).°> The Company would

submit a finalized pllstMechanismtfiingto tBeDeparteneny 6 s Mar c
(Exh. Towns6-12; Tr. at 61-62).° Further, in the event that the Company needs to modify

the plan, the Company would address such need as far in advance as possible with the

municipalities, including any schedule adjustmenExf. Towns 7-6, at 2).

62 To the extent that the Company and municipalities cannot reachsensus regarding

project the Company wouldaddresghe need and rationale for includinthat project
in the plan submitted to the Department (ExA.owns 6-12).

63 The filing will include a computation of the rate factor that would result from

completion of the projects based on estimated costs, as well as customer bill impacts
(Exh. AWC-TMD-2, at 3).
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The Department finds that the stakeholder process proposed by the Company
appropriately balances between obtaining and incorporating municipal input and preserving
the Companyods management discretion npitser the
system. Additionally, the Department finds the coordination and consultation in the proposed
stakeholder process will provide the potential to reach consensus on the projects to be
compl eted and reduce the scopewddnnualfilisgs.es wi t h
Hingham and Hull propose establishing an annual process in which the Department
would determine the level of additional incremental investment and specific projects for the
subsequent project yeaEkh. TOWNS-DFR (Supp.) at11-12). Under Hi ngham and
proposal, the Department would establish criteria and procedures for prioritizing projects,
and the review and evaluation of four year project plans, and municipalities would be given
some authority to adjust project prioritiesral the timing of construction Exh. TOWNS-DFR
(Supp.) at13). Additionally, Hingham and Hull propose that the determination of which
projects and what portion of the associated costs would be included in rate base would be
reserved for subsequent base égiroceedingsExh. TOWNS-DFR (Supp.) at1l).
Within a substantial range, utility business decisions are a matter of determination by

company managementSee e.g., D.P.U. 17-05, at 85-86, citing Attorney General v.

Department of Public Utilities 390 Mass.208, 229230 (1983);Bay State Gas Company

D.P.U. 1375, at 37 (2014) Abbey Province, LLC, D.T.E./D.P.U. 06-72, at 13-14, citing

Fitchburg Gas and Electric Light Cov. Department of Public Utilities 375 Mass.571, 578

(1971); Western MassachusetBEectric Company D.T.E. 03-82, at 17 (2004). The
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Department declines to implement a process that would infringe on that discretion with

respect to capital planning, including the level of investment, and prioritization and

scheduling of specific projest Further, the Department will review projects proposed for
recovery in the Companydéds annual filings to d

incurred and the resulting plant is used and usefullassachusetts Electric

CompanyNantucket ElectricCompany D.P.U. 16-91-A at 1516 (April 19, 2018);

Fitchburg Gas and Electric Light CompanyD.P.U. 16-106-B at 6-7 (2017); Bay State Gas

Company D.P.U. 10-52, at 25-26 (2012). Because our review in the annual filings will

addr ess t helonDsapding stamdand fordthe inclusion of plant additions in rate

base, any project determined to be prudently
Companyb6s annual Mechanism filing wil/ be el i
Co mp a ny G caseawthout further prudence reviewSeeD.P.U. 17-170, at40 n.25;

D.P.U. 12-25, at 76 (TIRF capital additions deemed prudent and used and useful in an

annual TIRF filing did not require further prudence review)l'he Berkshire Gas Company

D.P.U. 92-210B at 14 (1992) (the Department will not generally relitigate the prudence of
an investment unless extraordinary circumstances are found to exist).

m. Annual Filing and Data Requirements

The Company proposes to submit an annual filing for approval ofate factor based
on the revenue requirement associated with the eligible plant additions placed into service the
previous calendar year, as well as the reconciliation of prior year Mechanism revenues

collected to the revenues authorizeBXhs. AWC-TMD-1, at 23; AWC-TMD-2, at 2, 3;
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DPU 20-14; AG 1363; DPU 201 4 ) . The Companyds filing woul
documentation of the actual costs of completed projects, and variance reports for projects
with overruns beyond 2(percent Exh. DPU 20-14). Additionally, the Company would
include a threeyear work plan of the projects selected, as well as an infrastructure
assessment report addressing the factors considered in prioritizing those projects
(Exhs. AWC-TMD-1, at 24; Towns 6-12; Towns 6-15; Towns 7-6; DPU 20-3). The
Company proposes to submit its filing no later tha&0 days from the end of the calendar
year, by March 1st, for a Mechanism surcharge effective Septemhkst each year
(Exhs. AWC-TMD-1, at 23; AWC-TMD-2, at 2, 3-4).

The Department finds thaa single annual filing is consistent with the process for
other reconciling mechanisms and that a Marthkt filing date will provide adequate time for
t he Depar t mseExhdAVCFTHD-2, ati, 3¢4).°** In addition to the information
the Company proposes to include in its filing, the Department finds that the documentation to
demonstrate the eligibility of each individual project included in the annual filing shall
include, but not be limited to, a progct summary sheet, project cost summary, capital
authorizations, closing reports, and an itemization of all connected service lines, valves, and
hydrants replaced as part of that project. While the Company proposes to submit variance
reports for projectswith overruns beyond 2(percent Exh. DPU 20-14), the Company

currently reviews and reauthorizes projects based on a target variance optuent

o4 As noted above, the Companyods proposed tar
March 14, whereas the testimony identifies the filing date as Februg&$th
(Exhs. AWC-TMD-1, at 23; AWC-TMD-2, at 2, 3).
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(Exh. DPU 20-24, Att. A at 5-6; seeExh. SCO2, at 1-3). Accordingly, we determine that
the Company shall pvide narrative reports of any cost varianceélat exceeden percent.
To the extent that there are any changes to t
process subsequent to this proceeding, the Company shall include a summary of those
changes.

Additionally, the Company shall include detailed annual summaries of mains
replacements, by size and type, the cost associated with each segment of main replaced, leak
rates in total and per mileand explanations for any accelerated or decelerated rater@ins
replacements. We also direct the Company to include a detailed explanation of all leak
reduction activities for the year in its filing, as well asionrevenue wateand UAW by
month for the prior year. In addition, we direct Aquarion to include ints filing the
MassDERapproved UAW for the prior calendar for each servicarea®

Finally, the KANEW study provided numerous recommendations involving
Aquariondés data collection and management wi't
system (nr@elrt8improve EULs and aging curves for future similar studies

(Exhs. AWC-TMD-4, at 5, 9, 21, 24-25; DPU 20-16; Tr. at201; Tr. 3 at449)°® This

65 If the prior calendar year MassDERpproved UAW is not available at the time of

filing, the Company shall provide any preliminary figureavailable and shall
supplement its filing within sevemlays of receiving MassDERpproved UAW
figures.

66 The Company enters break data into the Com
Developmentsoftware system, which is intended to link into the Compainys GI1 S
system (Tr. 3, at 451; seealsoExh. DPU 2-10(a)&(b)). The Company intends to
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includes recommendations to improve data quality for both mains and breaks, including
updatingthe Comp ny 6 s ma i nrelated dath, ilptermeating identification and
reporting improvements, and reconciling discrepancies in existing d&=ah AWC-TMD -4,

ath, 9, 21, 24-25). The Company has been implementing these changes and plans to
continue doing sdExh. DPU 20-16; RR-DPU-11; Tr. 3 at449452). The Company intends

to rely upon this updated data when it reruns the KANEW model in three to five years

(Tr. 3, at 447-448). We direct the Company to continue implementing the recommendations
set forth in the KANEW study regarding mains and breaks data for purposes of future
analyses and require the Company to submit a new KANEW study, based on this updated
data, no laterthan its next rate case filing. In doing so, the Department emphasizes the
importance of a comprehensive analysis such as the KANEW study in demonstrating a need
for acceleration of mains replacements and rehabilitation. The Department will closely
evaliate future such studies in determining whether the Company has demonstrated a
continuing need for the Mechanism.

5. Potential Municipal Acquisition

Pursuant to the terms of Aquarionés 1879 ¢
right to purchase the wir system based on a formula in the chartdexXh. JPW at34). In
2012, Hingham voted to spend funds to evaluat

Hingham, Hull, and North Cohasseti.e., Service AreaA) (Exh. JPW at34). Between 2013

confirm that the break data is entered in a way that also enters the information in the
GIS system (Tr.3, at 452).
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and March29, 2018, the Company and Hingham remained in litigation over interpretation of

the charter language and a valuation of the Compaixks. JPW at34-35; AG 3-81). Town

of Hingham v. Aquarion Water Company of Massachusetd3 Mass.L.RpTr. 334 (2016)

( Ai n g h;armhdPMass.App.Ct. 430 (September, 2017); rev. deried 479 Mass. 1104

(March 29, 2018). The Court entered a finajudgmenton a valuation of $88,585,821 as of
December3l, 2013, subject to interest until the final purchase datédlingham

33 Mass.L.RpTr. 334. The possible acquisition by the town is an active discussion in
Hingham among local officials and the communitySee e.q., Carol Britton Meyer,

Hingham SelectmenSeek Review of Water CompanyPurchase PATRIOT LEDGER,

October10, 2018 available at
http://www.patriotledger.com/news/20181010/hinghaselectmerseekreview-of-watercomp
any-purchaseTown of Hingham, Water Compay Acquisition Documents
https://www.hinghamma.gov/477/Documentglast visited October29, 2018).

Once a town has voted to acquire a private water utility, the Supreme Judicial Court
(ASJCO0) has determined that the obligation of
According to the SJC, good husbandry requires that the plant is preserved and ikeygpair,
with replacements made as required to ensure that a necessary public service should not

suffer interruption or impairment during the period of transferCohasset Water Company.

Cohasset321 Mass. 137, 1461 4 7 ( 1CQoHagsk ) gedalso Aquarion Water Company

of Massachusetts, Inc. v. Oxford26 Mass.L.RpIr. 147, Memorandum of Decision and
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Order on Plaintiffés Motion f8,r 2200BfeIfidni)nary
However, a town that has voted to acquire the system is raggi to pay for investments

made while a company is under good husbandry obligations, as long as those investments

were authorized in appropriate legal proceedings or by voluntary contract between the

parties. Cohasset321 Mass. at146147; seealso Oxford, 26 Mass.L.RpIr. 147. To

recover for investments made during this period from the acquiring town, Aquarion would
have to demonstrate the investments were fcle
prevent i nterr Cghassetd2l Mask atgdé.r vi ce. 0

Aquarion was previously subject to good husbandry limitations in Oxford from 2009
to 2013 and thus limited its capital investments in the town during that time period
(Exhs. SCO at9; DPU 20-23; Tr. 3, at 445446 ).°® Seealso Oxford,
26 Mass.L.RpIr. 1 4 7 . I n the event of a town vote to &
water system in Hingham, Hull, and North Cohasset, and during the pendency of finalizing
any resulting acquisition, the Compeanybs furt
Area A% would likely be subject to good husbandry obligations. The Department will not

speculate as to how those obligations might apply to the continued acceleration of mains

67 The SJC also found that service may be extendechw customers in the ordinary

way, including necessary laying of new mains to a reasonable exteGbhasset
321 Mass. at146.

68 Although the citizens of Oxford initially voted to acquire the system in 2009, Oxford

subsequently did not pursue acquisitigixhs. SCO at9; DPU 20-23).

69 Service Area A represents a significant po



D.P.U. 17-90 Page84

repl acements t hr oug h teritory antl recovery of feaassgciated s er vi c e
revenue requirement from all ratepayers through the Mechanism. However, we recognize

that this circumstance would potentially implicate issues of fairness regarding continued

Mechanism investment and the recovery of the associated Mechanesrarrue requirement

from ratepayer s i n arfeg li atown gotedosacqoire thoesroccerghev i c e
Department requires that the Company immediately notify the Department and, within

30 days, submit a filing to address any adjustments to the dhh@nism that would be required

under the Companybd6s obligation of good husban
6. Conclusion
The Department all ows the CompReplacdmentspr opos

AdjustmentMechanism, as modified above. In compliance with this Order, the Depaent
directs the Company to modify itproposedtariff according to the foregoing directives.

VI. RATE BASE
A. Overview

Aguarionbds test year Exhag(Rev.Baxhrl mazx). $37, 561
To this amount, the Company proposes to add $1,210,08&utjustments, including
increase to plant in service associated with the ptestt year Charlton Street water main
project in Oxford (ACharlton Street Projecto)
working capital, for a total proposed rate base &38,771,750 Exh. 5 (Rev. 3), Sch. 1,
lines4, 20,2 2 ) . Aguariondés total proposed rate bas

(1) $57,633,486 in pro forma net utility plant in service(2) $262,603 in materials and
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supplies; and (3Y$992,900 in allovance for cash working capital; less (137,098,992 in
accumulated deferred income taxes; (812,647,332 in contributions in aid of construction
( i Cl AQR) $219,874 in WBP fee balances; and (151,041 in customer advances
(Exh. 5 (Rev. 3), Sch. 1, lines11-31).

B. Plant in Service

1. Introduction

Between January, 2011," through December 31, 2016, the Company added
$18,883,616 to its net utility plant in servicelExhs. JPW at15; SCO at4-12; DPU 4-20;
DPU 24-21, Att. Aat2 ) . Aqu ar isarvitdas of PecembdBl, 20h6, totaled
$74,602,394 Exh. 5 (Rev. 3), Sch. 1).

In addition, the Company proposes to include the Charlton Street Project in rate base
(Exhs. JPW, at15-16; SCO at13; 5, Sch. 1; DPU 11-6). The Company proposes an
increaseof $1,229,385 for plant additions and a decrease of $239,688s0ciated with the
plant being retired as a result athe Charlton Street Project, for m overall increase of
$989,750to plant in service Exh. 5 (Rev. 3), Sch. 1).

2. Capital SpendincAuthorization Process

Under the Companyds pr oces @quarionrclassifiesitsor i zi n

capital projects into three categories: (Individual projects; (2)recurring work projects; and

70 CIAC is companyowned plant that is financed by cash contributions from customers

for extension or upgrade of service to the customer§&eeMilford Water Company
D.P.U. 11-99, at 3 n.3 (2011); D.T.E. 02-24/25, at63.

& Agquarionds current rates include capital p

ending DecembeB1, 2010. D.P.U. 11-43, at 1.
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(3) programmatic infrastructure replacement projs (Exhs. DPU 4-1; DPU 20-31).

Individual projects are projects with costs that exceed $50,0@&xlj. DPU 4-1, at 1).

Recurring work projects are for relatively small projects with costs less than $50,000,
including treatment, pumping, other T&D, and gearal plant Exhs. JPW at15; SCO at5-6;
DPU 20-31 & Att. A). Programmatic infrastructure replacement projects include capital
programs for hydrant replacements, large meters, new meters, periodic meter replacements,
new service connections, and replacem® of service connectiondexhs. SCO-2, at 3;

DPU 20-31).

The Company has a Project Management Commi
financi al oversight and i myedreapit@lplanat i on of t he
(Exhs. DPU 4-1, at 2; DPU 20-24, Att. A at 4). The PMC must authorize spending for
projects that are estimated to cost more than $100,000 and projects of any cost that are not in
the approved capital budgeEkhs. DPU 4-1, at 2; DPU 20-24, Att. A at 4-5). The PMC
meets on a monthly basis an@views individual projects to approve spending as projects
reach designated project phases, such as alternatives analysis, design, execution, and project
closeout (Exhs. DPU 4-1, at 2; DPU 20-24, Att. A at 6; seeAG 3-19, Att. A at 1-288).

The PMC mustreview and reauthorize individual projects when costs are expected to vary

from the budget authorized by senior management by more than ten percent

(Exh. DPU 20-24, Att. A at 5; seeExh. SCO2,at1-3 ) . After an individua
completion, the PMCreviews actual project costs compared with the budget reviewed and

approved by the PMC, with a target variance of ten percerixhs. DPU 4-1; DPU 20-24,
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Att. A at 6; seeExh. SCO2, at 1-3). The PMC also reviews and approves all programmatic

infrastructue replacements and recurring work project&xh. DPU 4-1, at 2).

3. Positions of the Parties
a. Hingham and Hull
Hi ngham and Hul | mai ntain that Aquarionos

including the Company, aredeficierg (HsghagMull Biefat89p nt r act
Additionally, Hingham and Hull contend that A
communication with Hingham and Hull officials continues to be a concern (Hingham/Hull

Brief at 8; Hingham/Hull Reply at2-3). Hingham and Hull did not address the specific plant

additions Aquarion proposes to include in rate base.

Hi ngham and Hul | all ege that Aquarionds ca
three ways. First, Hingham and Hull assert that many projects had significant cost aves
(Hingham/Hull Brief at 8). Second, Hingham and Hull contend that the cegsér-foot of
many mairs replacement projects was higher than the respective materials and labor
costsperfoot, and that it was significantly higher than industry average codty similar
projects (Hingham/Hull Brief at8 ) . Third, Hingham and Hull ma i
of an average cost of $27per foot for installing six, eight, and twelveinch mainsis
significantly higher than industry averages for similamainsprojects (Hingham/Hull Brief
at 8).

Hi ngham and Hul | request that the Depart me

construction management processes and procedures, procurement processes for outside
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contractors, and practices regarding communication adrdination with Hingham and Hull
officials (Hingham/Hull Brief at 8-9; Hingham/Hull Reply at4). Alternatively, Hingham and
Hull request the Department establish specific reporting requirements (Hingham/Hull Brief
at 9; Hingham/Hull Reply at9). First, Hingham and Hull propose that prior to the
commencement of a water main project Aquarion report grenstruction plans, cost
estimates, and construction schedules (Hingham/Hull BrieBat Second, Hingham and Hull
propose that during construction Aquam report major delays in constructiore(g., delays in
excess of six weeks) and significant cost overruns, as soon as the overrun hits a benchmark
(e.q., 20 percent) (Hingham/Hull Brief at9). Third, Hingham and Hull propose that, after a
project is completed, Aquarion report final costs, datéisat milestones were reached, and
detailsregardingcost overruns (Hingham/Hull Brief a®). Lastly, Hingham and Hull

propose that Aquarion annually report the reduction of UAW relative to the cumulative level
of mains it has renewed or replaced (Hingham/Hull Brief &). Finally, Hingham and Hull
argue that the Company needs to improve its coordination, priaatiion, and scheduling of

projects withmunicipal officials (Hingham/Hull Brief at 8; Hingham/Hull Reply at2-3).

b. Company

The Company contends that it assures cost containment through its capital
authorization process, which includes development of grear and fiveyear infrastructure
investment plans by the engineering and planning department and director of operations,
review and approval of budget levels for the investment plans by senior management and the

board of directors, and financial oversighand managemerfor the duration of each project
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by the PMC and the engineering and planning department (Company Briéf%60, citing
Exhs. SCO atl1-5; DPU 4-1; Towns 4-1; Towns 4-2; Tr. at 167). The Company maintains
that its capital authorization pross results in capital additions that are reasonable and
prudently incurred (Company Brief a62). Further, the Company argues that the
documentation provided in support of its proposed plant additions demonstrates that the
projects were reasonably and pafently incurred and that the capital additions are in service
for the benefit of customers (Company Brief #1).
With respect to the Charlton Street Project, Aquarion asserts that the project was
placed in service in AugusR017 ata cost of $1,227,696, vhich includes a reduction from
the gross project costs to account for an $81,371 contribution received from the
Massachusetts Department of Transportatioi Ma s s DPCdMpany Brief at62, citing
Exhs. DPU 11-6; DPU 15-57; DPU 20-26; AG 4-5; Tr. at 194).”> Aquarion argues that the
posttest year project costs proposed for inclusion in rate base are known and measurable and
that the project meets the Departmentds stand
316percent of t he Gitebgsea(@Gompasy Bpaf @Fpaitisge d r
Exh. 5 (Rev. 3), Sch. 1). In support of this argument, Aquarion contends that the
Department previously found a poséstyear addition thatwas 1.1 er cent of a comp

proposed rate base represented a significemvestment (Company Brief a3, citing

& As discussed below, the Company provided an estimate for the contribution from

MassDOT of$81,371and stated that the proposed increase to rate base for the
Charlton Street Project would include the actual amount of the contribution in its final
schedulegExhs. DPU 15-27; DPU 20-26; Tr. at 194).
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D.P.U. 17-05, at 103. Accordingly, Aquarion argues that the Department should approve
the proposed inclusion of this podestyear addition to rate base (Company Brief &8).

Il n response t o Hgumenth Aquarianrcldimsthal Hingham ama
Hul |l 6s all egations, statements, and recommend
incorrect (Company Brief ab4). Aquarion argues that the documentation provided in this
proceeding demonstrates that the plam¢luded in rate base is in service and the associated
costs were reasonably and prudently incurred, and Hingham and Hull have cited to no
evidence demonstrating otherwise (Company Briefodt, citing Exhs. SCO2; AG 3-19).
Next, Aquarion asserts thatlingham and Hull have neither provided evidence of the industry
average for the cosper-foot of water main replacement projects, nor demonstrated that the
C o mp a n y-pesfoottmreptace mains is significantly higher than the industry average
(CompanyBrief at 64). Lastly, the Company asserts that it facilitates ample communication
and coordination with Hingham and Hull officials (Company Brief &5, citing Exhs. JPW
at 2528, DPU 10-17, DPU 24-5; Tr. at 64-65, 202-207). The Company maintains that
Hingham and Hull have not offered any specifics regarding coordination deficiencies,
proposed improvements, or demonstrated that the coordination efforts described by the
Company are inaccurate, incorrect, or untrue (Company Brief@ Company Reply atl8).

The Company argues that the Department sho
recommendations (Company Brief &4). Aquarion contends that the Department
consistently has shown a reluctance to interfere with the management judgment of a company

unless it s shown to be frivolous (Company Brief &66-67). The Company argues that
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Hingham and Hull have failed to make a showing or present evidence warranting interference
i nto Aguarionds business and m&hagement deci s

4. Standards of Reww

a. Prudent, Used and Useful Standard

For costs to be included in rate base the expenditures must be prudently incurred and

the resulting plant must be used and useful to ratepayeestern Massachusetts Electric

Company D.P.U. 85-270, at20 (1986). Theprudence test determines whether cost
recovery is allowedat all, while the used and useful analysis determines the portion of
prudently incurred costs on which the utility is entitled to a returnD.P.U. 85-270, at 25-27.
A prudence review involves a dermination of whethertheutiti y 6s acti ons, ba
all that the utility knew or should have known athat time, were reasonable and prudent in
light of the extant circumstances. Such a determination may not properly be made on the
basis of hindsightydgments, nor is it appropriate for the Department merely to substitute its

own judgment for the judgments made by the management of the utilittorney General v.

Department of Public Utilities 390 Mass. at 229-230. A prudence review must be based on

how a reasonable company would have responded to the particular circumstances and whether
the companyds actions were in fact prudent in
reasonably should have been known, thie time a decision was madeBodon Gas

Company D.P.U. 93-60, at 24-25 (1993);D.P.U. 85-270, at22-23; Boston Edison
Company D.P.U. 906,at1 65 (1982) . A review of the prude

not dependent upon whether budget estimates later proved to be accurate but rather upon
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whether the assumptions made were reasonable, given the facts that were known or that

should hae been known athe time. Massachusettdmerican Water Company

D.P.U. 95118, at39-40 (1996); D.P.U. 93-60, at 35; Fitchburg Gas and Electric Light

Company D.P.U. 84-145A at 26 (1985).

The Department has cautioned utility companies that, as they lhbarburden of

demonstrating the propriety of additions to rate base, failure to provide clear and cohesive

reviewable evidence on rate base additions increases the risk to the utility that the Department

will disallow these expenditures.Massachusetts Ed¢ric Company D.P.U. 9540, at 7

(1995); D.P.U. 93-60, at 26; The Berkshire Gas Companyp.P.U. 92-210, at24 (1993);

seealso Massachusetts Electric@npanyv. Department of Public Utilities

376 Mass. 294, 304 (1978);Metropolitan District Commission v.Department of Public

Utilities, 352 Mass. 18, 24 (1967)"® In addition, the Department has stated that:

In reviewing the investments in main extensions that were made without a
costbenefit analysis, the [clompany has the burden of demonstrating the
prudence of each investment proposed for inclusion in rate base. The
Department cannot rely on the unsupported testimony that each project was
beneficial atthe time the decision was made. The [cJompany must provide
reviewable documentation for investmentsseeks to include in rate base.

D.P.U. 92-210, at 24.

73

The burden of proof is the duty imposed on a proponent of a fact whose case requires
proof of that fact to persuade the fact finder that the fact exists, or where a
demonstration of norexistence is requiredio persuade the fact finder of the
non-existence of that fact. Boston Gas Companyp.T.E. 03 -40, at 52 n.31 (2003),

citing The Berkshire Gas Compamp.T.E. 01-56-A at 16 (2002) Fitchburg Gas and
Electric Light Company D.T.E. 99-118, at 7 (2001).
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b. PostTest Year Plant Additions

The Department does not recognize pdsst year additions or retirements to rate
base, unless the utility demonstrates that the additions or retirements represent a significant

investment which has a substantial effect on its rate bagoston Gas Company

D.P.U. 96-50-C at 16-18, 20-21 (199%; D.P.U. 95118, at56, 86; D.P.U. 85270, at141

n.21. SeealsoSouthbridge Water Supply Gopanyv. Department of Public Utilities

368 Mass. 300 (1975). As a threshold requirement, a petst year addition to plant must be

known and measurable, as Wes in service. Dedham Water CompanyD.P.U. 84-32,

at17 (1984);D.P.U. 906, at7-11. The Department has historically judged the significance
of an investment by comparing the size of the addition in relation to rate base and not based

on the particuér nature of the addition. Western Massachusetts Electric Company

D.P.U. 1300, at14-15 (1983).

5. Analysis and Findings

a. Introduction

No party has challenged the prudence or us
plant additions. Nevertheless, the Corapy bears the burden of demonstrating through clear
and convincing evidence that such plant investments were prudently made and are used and

useful. D.P.U. 9540, at 7, citing D.P.U. 93-60, at 26; Massachusetts Electric Company v.

Department of Public Utiities, 376 Mass. at 304; Metropolitan District Commission V.

Department of Public Utilities 352 Mass. at 24.
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b. General Overhead

Aquarion states that it uses a general overhead allocation factor to book the cost of
indirect labor to eligible projects Exh. DPU 23-8(a)(b)). Aquarion explains that the eligible
projects exclude projects that are less than $50,000 because they do not require significant
involvement from the employees involved in the capital prograiéxp. DPU 23-10).

Aquarion states that theaneral overhead allocation factor is based on the percentage of

general overhead to the cost of eligible projects for each year, as estimated during the capital
planning processExh. DPU 23-8, Att. A). The Company states that it monitors the clearing

of the general overhead account monthly and adjusts the factor periodically to ensure the

account has a zero balance tite end of the calendar yeaigxh. DPU 23-8(c)). The
Department has reviewed the Companydés met hod
capital projects and finds that Aquarion has determined these charges using rational and

objective criteria in accordance with our precedenD.P.U. 11-43, at 32 (citations omitted).

C. Allowance for Funds Used During Construction

Aquariord proposed increast rate base includes $204,040 in allowance for funds
used during construction (AAFUDCO) associated
service between January, 2011, and DecembeB1, 2016 Exh. DPU 4-3). In addition,
Aguarion proposes to includenirate base $21,141 in AFUDC associated with the Charlton
Street Project Exh. DPU 11-7 & Att. A). The Company states that AFUDC is calculated
each month based upon the average balance of projects that are greater than $10,000 and

open for more than one month, multiplied by the annual AFUDC rateExh. DPU 4-4).
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AFUDC is an accounting and ratemaking convention thelows companies to recover
the costs of financing a construction project by capitalizing the carrying charges associated
with financing the project during construction and including those costs in rbsse as a part

of plant in service. Plymouth Water CompanyD.T.E./ D.P.U. 06-53, at 7-8 (2007);

Fitchburg Gas and Electric Light CompanyD.P.U. 19084, at8 (1977); Boston Edison

Company D.P.U. 18515, at53 (1976). The Department has long recognizecetpropriety
of including AFUDC as a component of construction costs and will permit its inclusion in
rate base providedthat he associ ated plant satisfies the

test. SeeWestern Massachusetts Electric Compaify.P.U. 558, at 40 (1981);

D.P.U. 19084, at8; D.P.U. 18515, at53.

I n the Companyds previous rate case, the D
method of computing its AFUDC that takes into consideration the role played by ldagnm
debt, shortterm debt, ad common equity in financing construction and to provide this
analysis as part of its initial filing in its next rate case.D.P.U. 11-43, at 27. The Company
reported it has implemented a method that incorporates all debt and equity sources, including
shat-term debt, in its AFUDC calculation Exhs. DPU 4-5; DPU 8-15, Att. A; DPU 23-12).
The Department has examined the Companyds met
adequately takes into consideration the role played by ldagm debt, shortterm debt, and
common equity in financing constructioreihs. DPU 4-5; DPU 8-15, Att. A; DPU 23-12).

Based on our review, the Department finds tha
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concerns inD.P.U. 11-4 3 . Accordingly, the Depahodanent ac
computing AFUDC.

d. 2011 Through 2016 Plant Additions

Between Januaryt, 2011, and DecembeB1, 2016, Aquarion added $18,883,616 to
its net utility plant in service Exhs. JPW at15; SCO at4-12; DPU 4-20; DPU 24-21, Att. A
at2 ) . A g u a r exmpemdiuses iochuged 3thdividual projects; annual programmatic
projects for hydrant, meter, and service replacements; and annual recurring projects for
treatment, pumping, othef&D, and general plantExhs. SCO2; DPU 20-31).

In its initial filing, A quarion provided project documentation to support its proposed
plant additions, including detailed cost summaries and a summary list that included asset
numbers, project descriptions, cost estimates, actual costs, budigrectual cost variances in
dollars budgetto-actual cost variances in percentages, and descriptions of the cause of
variances that exceeded tgrercent for all projects with a cost greater than $25,000
(Exh. SCG-2). During the proceeding, the Company provided capital authorization forfos
individual projects, which included design and execution budgets, proposed work schedules,
alternatives analyses, and project report cardsxbs. DPU 20-24 and Ats. A & B; AG 3-19,
Att. A).” In addition, the Company provided variance explanations afetailed cost
breakdowns for specific projects when requestdekhs. DPU 4-20; DPU 4-22; DPU 4-23;

DPU 4-24; DPU 11-6; DPU 15-22; DPU 15-29; DPU 23-13; DPU 23-16; RR-DPU-17).

“ Prgect report cards detail the review completed by the PMC after a project is

completed, including actual project costs versus the amount requested and approved
(Exhs. DPU 4-1; DPU 20-24, Att. A).
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Under the Companyds capital authorr zati on
projects greater than $100,00E&h. DPU 20-24, Att. A at 4-5). However, the authorization
documentation provided by the Company demonstrates that PMC approval was sought for
projects greater than $50,000 atach phase of the project,e., initial planning, alternatives
analysis, design, execution, and project cleseat (Exhs. DPU 20-24, Att. A at 4, 5;

DPU 2313, Att. A; AG 3-19, Att. A) . Aquarionds project docume
that the PMC reviewed and reauthorized project spending whegstsavere expected to vary

by more than ten percentdxh. AG 3-19, Att. A at 6, 46, 74, 201). Lastly, the PMC report

cards demonstrate that the PMC evaluated the
including a compari son aoualcdsts ExhspDPO P36l Ats A, est i m
AG 3-19, Att. A).

Hingham and Hull did not address any specific plant additions on brief but allege that
many capital projects had significant cost overruns (Hingham/Hull Brief@t™> A company
is required to provie a reasonable explanation for cost variances, based on the specifics of
each project, sufficient for the Department to evaluate the reasonableness and prudence of

any cost variance.D.P.U. 15155, at120; NSTAR Gas CompanyD.P.U. 14-150, at50

& Hingham and Hull did not cite to specific projects asseting that many capital

projects had significant cost overruns/Nith respect to the plant placed in service

between 2011 and 2016, Aquarion proposed to include the cost oirg8ividual

projects. Of those projects, 24 were under budget and 15 were ovadget. Of the

15 projects that were over budgegnly the following three individual projects had
budgetto-actual cost variances greater than ten percent, triggering the documentation

of a variance explanation as pper(i)Mecd the P
Raw Water System Improvements in Hingham; (Axherton Road in Hull; and

(3) Phipps Street in Hull Exh. DPU 20-29, lines 14, 61, 63).
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(2015) D.P.U. 1375, at 95, 105; D.P.U. 12-25, at 79-80, 82; D.P.U. 10-114, at85-87;
D.P.U. 1055, at 179-180. If a company adequately justifies the reasons for any cost
variance, the Department will consider the costs of the project eligible for inclusion ate
base. D.P.U. 15155, at 120; D.P.U. 14-150, at50. If, however, a company is unable to
justify the reasons for a cost variance, the Department will exclude the excess costs to the

extent that the Company has not met its burden of proo.P.U. 15155, at 120;

D.P.U. 14-150, at50-51; D.P.U. 1375, at 114; Boston Gas CompanyD.T.E. 0340, at 68
(2003) D.P.U. 95118, at49-55.

The Department has reviewed the document at
20112016 plant additions, including all project degptions, cost estimates, actual costs,
variance explanations, and closing reportexhs. SCO2; DPU 20-24 and Ats. A & B;

AG 3-19, Att. A). The explanations provided for the variances and reauthorizations during
the life cycle of the projects includainforeseen environmental issues, changes in project
scope, high estimates, booking an invoice to the wrong project, inadvertently excluding
paving costs from a budget approval, increased traffic control costs, unbudgeted emergency
work, and other projectspecific issues Exhs. DPU 4-22(a); DPU 4-23; DPU 4-24;

DPU 20-29, Att. A, line 61; AG 3-19, Att. A at 3, 46, 74, 109, 180, 201, 205, 215, 233,

236, 257; RRDPU-17). Based on our review of these data and supporting documentation,
we find that the projectsare in service, that the Company has satisfactorily explained all cost
variances, that the project costs were prudently incurred, and that the resulting plant is used

and useful to ratepayerdxhs. DPU 4-22; DPU 4-23; DPU 4-24; AG 3-19, Att. A;
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RR-DPU-17). Accordingly, we wil/| i nclude the cost
Companyo6s rate base.

Additionally, Hingham and Hull contend that the cogterf oot of Aqgsarionods
replacement projects is much higher than the materials and labor costs @gardnd
significantly higher thanthe industry average (Hingham/Hull Brief aB). Hingham and Hull
did not provide any citation or evidence to permit the Department to evaluate the basis of
these assertions. We note that the costs associated with capitgécts, including mains
replacementsare not limited to materials and labor and also include general overhead and
AFUDC (Exhs.SCO2, at 4-121; DPU 4-3; DPU 4-4; DPU 23-8; DPU 23-10). As
addressed above, the Depart meancalculagnggeeevae d t he
overhead and AFUDC and the projects the Company proposes to include in rate, s
has determined that the project costs were prudently incurred.

e. PostTest Year Plant in Service

The Company proposes to include the Charlton Str@eoject in rate basgExhs. JPW
at15-16; SCO at13). The Charlton Street Project was a water main project involving the
replacement of 3,86@eet of six-inch cast ironmainswith new eightinch and twelveinch
ductile iron mains(Exhs. SCO, at13; DPU 4-14; DPU 11-6). In its initial filing, Aquarion
estimated the inclusion of the Charlton Street Project in rate base would result in an increase
of $1,041,000 for plant additions and a decrease of $59,684 for pro forma retirements,

resulting in a net incease of $981,316 to plant in service&ekh. 5, Sch. 1). As of
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December7, 2017, the actual project cost totaled $1,309,067 for plant additions
(Exhs. 5 (Rev. 1), Sch. 1; 5 (Rev. 2), Sch. 1; DPU 11-7; DPU 15-27; AG 4-5).

On March 16, 2018, however, Aquarmn indicated that the final cost for the Charlton
StreetProject proposed for inclusion in rate base would exclude a contribution from
MassDOT Exh. DPU 15-27). The Company projected that the contribution from MassDOT
would be $81,371 and stated the actimamount of the contribution would be reflected in its
schedules once it was receiveixhs. DPU 15-27; DPU 20-26; Tr. at 194). In its final
adjustment, the Company proposed to include $1,229,385 for plant additions associated with
the Charlton Street Priect, which represents a decrease of $79,682 from the total cost of the
project (.e., $1,309,067) as of December 7, 20175xh. 5 (Rev. 3), Sch. 1). The inclusion
of the Charlton Street Project in rate base results in an increase of $1,229,385 for plant
additions and a decrease of $239,635 for pro forma retirements, resulting in a net increase of
$989,750 totest yearendplant in service Exh. 5 (Rev. 3), Sch. 1).

The Company asserts that the Charlton Street Project is significant under Department
precalent (Company Brief ab2-63, citing Exhs. SCO at23; 5 (Rev. 3), Sch.1). To
determine whether the Charlton Street Project was a significant investment with a substantial
effect on its rate base, the Department compares the net plant to the testgedrate base.
D.P.U. 17-05, at 103 & n.52, n.53. The proposed increase to net plant for the Charlton
Street Project was $989,750, as of Augu$0, 2018 Exh. 5 (Rev. 3), Sch.1). The
Department finds that, when compared to test yeamd rate base of $37&1,662, the

Charlton Street Project was a significant investment with a substantial effect on its rate base.
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Next, a company must provide sufficient documentation to allow the Department to
determine whether the proposed cost of a posst year addition to plant is known and
measurable and the resulting plant is in servic®.P.U. 84-32, at 17; D.P.U. 906, at 7-11.
Further, for costs to be included in rate base the expenditures must be prudently incurred and
the resulting plant must & used and useful to ratepayerd.P.U. 85-270, at 20.

The Company provided documentation including a project description, cost estimate,
design and execution budgets, proposed work schedule, alternatives analysis, project
invoices, and a variance explatian (Exhs. DPU 4-14; DPU 11-6 and Atts. A & B;

DPU 11-7; DPU 1527 & Att. A; AG 4-5). Based on our review of the record evidence, the
Department finds that the project was put in service in August 2017, and is used and useful
to ratepayers Exh. DPU 11-6). We further find that the project costs were prudently
incurred and that $1,229,385 in plant additions and $239,635 in retirements associated with
the Charlton Street Project are known and measural#fgl{s. DPU 4-14; DPU 11-6 and

Atts. A & B; DPU 11-7; DPU 1527 & Att. A; AG 4-5; Tr. at 194).

f. Conclusion

The Department has reviewed the record evi
plant additions, including the cost detail, authorization documents, closing reports, variance
explanations, general overhd allocation factor calculations, and method of computing
AFUDC, and we find that the project costs were prudently incurred and the projects are used
and useful Exhs. SCO2, at 1-121; DPU 4-5; DPU 4-22; DPU 4-23; DPU 4-24;

DPU 15-27, Att. A; DPU 20-29; DPU 23-8; AG 3-19, Att. A; RR-DPU-17). Accordingly,
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the Department allows $18,883,617 for the 202016 plant additions and $1,229,385 for the
Charlton Street Project plant additions, less $239,635 in pro forma retirements, to be
included in rate base.

6. Hi ngham and Hull 6s Reqguest for |l nves
Reporting Requirements

a. Introduction

Hi ngham and Hul | raise sever al i ssues with
capital projects, procurement of construction companies, and coordinasiod communication
with Hingham and Hull officials and request that the Department either open an investigation
into these matters or establish reporting requirements (Hingham/Hull Brie7&). We
address these issues below.

b. Capital Spending Authorizion Process

Hi ngham and Hul | raise issues regarding Aq
capital improvements (Hingham/Hull Brief a8). The Company does not have a written
capital spending policy but follows an established process for authorizing tedypirojects that
it states has been in place for approximately ¥@ars Exhs. DPU 4-1; DPU 20-24;
Tr.at1 9 3) . As addressed above, in reviewing the
Department examined the Companyds capital aut
Based on the record evidence, the Department finds that the Company authorized,
oversaw, and documented the 202016 plant additions in accordance with its capital
spending process as describedSectionVI1.B.2., above Exhs. DPU 4-1; DPU 15-27,

Att. A; DPU 20-24, Att. A; AG 3-19, Att. A). The Department finds that the Company has
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demonstrated an adequate process for the financial oversight of its capital spending and
documentation of its business and management decisignbg. DPU 4-1; DPU 20-24,
Att. A; Tr. at1 9 3) . Accordingly, we find no issues I
oversight on capital projects that would warrant an investigation or the imposition of the
filing requirements proposed by Hingham and Huff.

Nevertheless, there are geral ways that the development of a written capital
authorization policy would assist the Department and any potential intervehagiew of
capital projects that are before us in future proceedings. During this proceeding, Aquarion
stated that it wasn the course of reviewing its PMC process, but it was unsure that a written
policy would be an outcome of that reviewT{. 2, at 309). The Department directs
Aquarion to develop a written capital authorization policy that includes, but is not limited to,
a complete and detailed explanation of the process undertaken by the Company to authorize

capital spending; how the Company documents capital spending authorization and

& We note that much of the documentation sought by Hingham and Hull in their
proposed filing requiremens i s rel evant to the Depart men
conducted prior to the recovery of costs for plant additions. This sort of
documentation is typically included in a c

plant additions, and it would be discovebde during such a proceeding if not initially

provided. See e.g., D.P.U. 16-91-A at 16-17; D.P.U. 17-05, at 75-81;

D.P.U. 14150,at58 (it he Department and intervenor
regardless of its final costso). Accordin
administratively inefficient for the Department to require Aquarion to provide project
documentabn throughout the life of a project, as requested by Hingham and Hull,
ratherthanat he ti me Aquarion seeks to recover t|
addressedn SectionV.C.4.m., above, the Department has established requirements

for t he GouaMadchaniénsfilingghat includereporing the reduction of

UAW.
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reauthorizations; and when authorizations, reauthorizations, and variance explanatrens
required for individual projects, recurring projects, and programmatic infrastructure
replacement projects. Also, the written capital authorization policy should clarify who is
required to authorize spending on projects that are not recurring projemtprogrammatic
infrastructure replacement projects but that cost less than $100,000.

C. Procurement for Construction Projects

Hi ngham and Hul | mai ntain that the Company
companies needs improvement (Hingham/Hull Briefa8). Hingham and Hull stated that
they had concerns with the Company6s procurem
cite to any support in the record to illustrate the basis of their concerns or provide any
suggestions as to how the competitive bidding pess could be improved (Hingham/Hull
Brief at 7-8).
While the Department has not mandated that companies engage in competitive bidding
processes for construction activities, the value and importance of thorough analyses of all
major expenditures, includlig those deemed necessary and fthscretionary, through
analytical techniques such as cdstnefit analyses cannot be underestimatdgiay State Gas
Company D.T.E. 0527, at 90 (2005) D.P.U. 95118, at48-49; D.P.U. 93-60, at 27.
Moreover, the Department has consistently emphasized the need to obtain competitive bids
for outside services as an important part of a company's overall strategy to contain costs.

D.P.U. 08-27, at69; D.T.E. 0527, at 158-159; D.T.E. 03-40, at 148.
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The Company states that contractors are selected for most capital projects through a
competitive bidding process, including all water main replacement projedts 3,
at 489-490). In conducting its competitive solicitation process, the Companyntges
responsible and qualified contractors for a project and sends them an invitation to bid with a
detailed engineering plan and specificatiorisxp. DPU 11-18). The bids are reviewed by
the procurement department, and the contract is awarded basedbne Company 0 s
determination of the best value taking into consideration total cost, proposed project schedule,
and prior work quality and performanceExh. DPU 11-18; Tr. 3, at 489-490). During the
proceeding, in response to information requests, Aquariprovided the bid documentation
for the $409,544Atherton Road water main replacement project and the $in8lion
Charlton Street ProjectExhs. DPU 11-9 & Atts. A, B, C; RR -DPU-14 & Atts. A, B, C).

Based on substantial record evidence, the Departrmierds that competitive bidding is
a prominent component of Aquarionds cost cont
in the Companyés competitive solicitation pro
record that would warrant an investigatin i nt o Aquariondés competitiwv
contractors or the establishment of filing requirements as proposed by Hingham and Hull.

d. Coordination with Municipal Officials

Hingham and Hull state that Aquarionfés coo
projects with local officials needs improvement (Hingham/Hull Brief 8). Hingham and
Hul | assert that the Companyds coordination w

provide specific details regar dcahofficiadksconidt he Co
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be improved (Hingham/Hull Brief at8). Based on our review, we find that the record
contains no evidence of iIissues in the Company
capital projects that would warrant an investigation.

During the proceeding, the Company described its process for coordinating paving
and police detail requirements with local officialsT¢. 3, at 493-494). The Company states
that in the past it spoke with the local official responsible for paving in the comnity before
the design phase of the project was finished and the project put out to bid and coordinated
with local officials to accommodate design changes during the life of the projéat (3,
at493-494). Aquarion states that now it coordinates with theuperintendent of the local
department of public works by walking project sites during the design phase to observe
asphalt conditions and verbally confirm paving requirements.(3, at 493). In addition to
paving, the Company provides that police detagquirements are estimated by the project
engineer based on traffic conditions and ultimately determined based on the judgment of the
local police departmentTr. 3, at 501-502).

The Department recognizes the value in utility companies coordinating vadttal
officials on capital projects as a cost containment measure and to ensure public safety. On
brief, the Company asserts that it intended to continue its communication and coordination
with local officials (Company Brief at65). As addressedn Secton V.C.4.l., above the
Company will be coordinating with thenunicipalitiesregarding itsMechanismprojects, and
the Department expects the Company to continue its communication and coordination efforts

with respect to its other capital planning and gexts as well.
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C. Customer Advanceand Deposits
1. Introduction
As of the end of the test year, Aquarionos

(Exhs.5 (Rev. 3), Sch. 1; AG 4-26; DPU 8-17). The Company proposes to reduce its rate
base by the test yeatustomer advaneebalance of $151,041Kxh. 5 (Rev. 3), Sch. 1). No
other party addressed this issue on brief.

2. Analysis and Findings

Customer deposits are refundable amounts held against future billsrieat go unpaid

when an account is closedSeeD.T. E. 02-24/25, at 25; Boston Edison Company

D.P.U. 1720, at90-91 (1984);D.P.U. 906, at24. Similarly, customer advances, also

known as refundable construction advances, are refundable amounts given to the utility by a
customer or potential customer fohe purpose of constructing facilities intended to serve

that particular customer. D.T.E. 0340, at 102-103; D.T.E. 02-24/25, at29; D.P.U. 1590,

at 10; Western Massachusetts Electric Compariy.P.U. 18370, at5 (1977).

Because customer deposits and custoradvances provide the utility with codtee
sources of capital, the Department requires thaistomer deposits and customer advances be
included as offsets to rate base. The offset is calculated using the yezad balance of the

customer deposit and stiomer advance accountdD.P.U. 10-114, at 109; Housatonic Water

Works Company D.P.U. 86-235, at5 (1987); D.P.U. 1590, at10-11; D.P.U. 906, at 24.

The Company recorded its customer advances in tsuaccounts to Accouriz52

(Exh. AG 3-34, Att. A at 18). The Department finds that the Company has appropriately



D.P.U. 17-90 Pagel08

reduced its rate base by $151,041 for customer advances. In addition to these customer
advances, the Department has identified an additional $1,000 associated with customer

security deposits thatvere booked to Accoun35 (Exh. AG 3-34, Att. A at 18). Therefore,

the Department reduces the Qddiigpa$lYds proposed

The Departmentds regul ations require
deposit, represeted by cash or castequivalent securitieghat are held for more than
six months. 220CMR 26.09. The interest rate is equal to the rate paid on twaear U.S.
Treasury notes for the preceding twelve months ending Decembest 81 each year, as
published in the Federal Reserve Statistical Release, H.15 Selected Interest Rates.
220 CMR 26.09. The interest rate on tweyear U.S. Treasury notes forle year ending
December 31, 201/was 1.4 percent. Massachusetts Department of Blic Utilities, Interest
Rates for Security Deposits for Investa®wned Utilities, https://www.mass.gov/service
details/interestratesfor-security-depositsfor-investorownedutilities (last visited Octobei30,
2018); Federal ReserveData Download ProgramSelected Interest Rategvailableat
https://www.federalreserve.gov/datadownload/Choose.aspx?rel=H15

Consistent with this policy the Department finds it appropriate to include in
Aguariond6s cost of service the interest

SeeHingham Municipal Light Plant D.P.U. 1533, at2 n.4 (2015) D.P.U. 10-114, at163;

D.P.U. 1720, at90-91; Boston Edison CompanyD.P.U. 1350, at20-21 (1983);

D.P.U. 906, at24. Therefore, the Department will apply the interest rate of 4 percent to

the aggregate test yeand balance of customer deposits of $1,0pBoducing a net interest

ut il

expen


https://www.mass.gov/service-details/interest-rates-for-security-deposits-for-investor-owned-utilities
https://www.mass.gov/service-details/interest-rates-for-security-deposits-for-investor-owned-utilities
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expense forAquarion of $14 Accor di ngly, the Companyd6s propo:
increased by$14.

D. Customer Contributions

1. Introduction

Aquarion proposed to reduce its rate base for three categories of customer
contributions: (1)contributionsinaidofcons r uct i on ( systemAevelopment( 2 )
char ge s0)(,i SDNBP fees3Exhs. MLR at 7; 5 (Rev. 3), Sch. 1; DPU 4-17;

DPU 13-10; DPU 13-11). Aquarion proposed to reduce rate base by $12,144,841 for CIAC,
which represents t he 50%0660)dessthie amogizatioa af CIEC AC ( $1
($3,005,819) Exhs. 5 (Rev. 3), Sch. 1; DPU 4-17; DPU 13-11; AG 3-34, Att. A at 18).

The Company proposed to redugate base by $502,491 for plant funded by SBB0which
represents the G¢b2i,am) less the anorbizatisn oBIDE($19,419)

(Exhs. 5 (Rev. 3), Sch. 1; DPU 4-17; DPU 13-11; AG 3-34, Att. A at 18). Lastly,

Aquarion proposed to reduce rate base by $219,874, the balance of funds received through

the WBP Exhs. 5 (Rev. 3), Sch. 1; DPU 7-8(c); DPU 8-18; DPU 24-12; AG 3-34, Att. A

at 18).

Plant funded by CIAC is specific compangwned plant that is financed by cash
contributions from customers fothe extension or upgrade of service to the customers

(Exh. DPU 4-16). Milford Water Company D.P.U. 11-99, at 3 n.3 (2011);

D.T.E. 02-24/25, at63. The Company books CIAC to Account 271000 for internal

reporting purposesixh. AG 3-34, Att. A at 18).
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Plant funded by SDG is also companyowned plant that is financed by customer
contributions;the difference is that SD€ are charged to all new customers and used for the
purpose of upsizing transmission and distribution mais<fs. DPU 1-30; DPU 13-10).

D.P.U. 0827, at 211-212. Aquarion books SDG received from customers to
Account252005 forinternal reporting purposesExhs. DPU 13-10; AG 3-34, Att. A

at 18).”” After the funds are designated for a specific project and the project is closed,
Aquarion transfers the amount used on the project from Acco@52005 to Accoun271005
for internal reporting purposesiExhs. DPU 13-10; AG 3-34, Att. A at 18).

Lastly, WBP fees are used for the limited purposes of water conservation, demand
management, or supplemental supply development wdgkis. DPU 7-7(a)(b); DPU 7-8(c);
DPU 15-31; Tr. 2, at 322). As of the close of the record, WBP fees have been used by the
Company to pay for a water conservation study
Program, a program through which Aquarion customers may apply to have their plumbing
fixtures replaced with more efficient models and receive rebates for more efficient appliances
(Exhs.DPU 7-7 & Atts. A, B; DPU 1531 & Att. A; DPU 22-5; DPU 24-15 & Att. A).

The Company books WBP fees received from customers to Accaefsie007 for internal
reporting purposse (Exhs. 7-8(c); DPU 24-12; AG 3-34, Att. A at 18). No parties addressed

these issues on brief.

" The test yearend balance of Accoun2 52005 is included in the

of Customer Advances, discusseid Section VI.C. above.
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2. Analysis and Findings

a. CIAC and SDC Funded Plant

Under longstanding Department practice, property that has been contributed to a

utility is not to be included in rate base.Milford Water Company D.P.U. 17-107, at45

(August31, 2018). This is because a utility is not entitled to a return on investment which

waspaid for by customers. D.P.U. 17-107, at45; Milford Water Company D.P.U. 771,

at 21 (1981); Oxford Water Company D.P.U. 18595, at6 (1976); Commonwealth Gas

Company D.P.U. 18545, at2 (1976).

The Department has reviewed the record documentationggupng the CIAC and
SDC account balance€khs. DPU 4-17; DPU 4-18; DPU 13-11; DPU 23-15). Both
Account271000 and AccounR71005 represent capital contributions received from customers
that are deducted from rate base. Therefore, the Department acceptse Co mpany 6 s
proposed overall CIAC and SDC balance of $12,647,33xh. 5 (Rev. 3), Sch. 1, line 15).

b. Water BalanceProgram Fees

Similar to customer advances, the WBP fees received by Aquarion represent a
costfree source of capital. Cf. D.T.E. 03-40, at 102103; D.T.E. 02-24/25, at29;
D.P.U. 1590, at10; D.P.U. 18370, at5. Therefore, it is appropriate for Aquarion to offset
its proposed rate base with the yeand balance of the WBP fees account. The Department
has reviewed the record documentatigsupporting the WBP fees account balance and finds
that the Company has appropriately reduced its rate base by $219,&xh¢. DPU 7-8,

Att. A (Supp.); DPU 8-18; DPU 15-31, Att. A; DPU 24-12; DPU 24-15, Att. A).
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During the proceeding, the Company stateldat certain capital projects could be
eligible for funding using WBP fees if the project resulted in water conservation, though
Aquarion has not previously used WBP fees to fund such projedgl{. DPU 22-12; Tr. 2,
at 320-322; Tr. 4, at 698). In the event that the Company uses WBP fees to fund capital
projects, the Company is directed to treat any such plant as contributed property. The cost
of such property shal/l be transferred from th
Account323 (Contb ut i ons f or Extensions) wunder the Dep
Accounts for Water Companies for purposes of the annual return to the Departmi&nin
doing so, the Company may continue to use AccoWf2007 for internal reporting purposes.

E. AccumulatedDeferred Income Taxes

1. Introduction

As of the end of the test year, Aquarion had on its books totaDIT of $7,098,992
(Exhs.5 (Rev.3),Sch.1; AG4-2 7 ) . The Companyo6s ADIT bal anc
associated with the following: (1)3epreciation; (2)lossof asset disposals; (3proceeds from
sale of equipment; (4)ost of removal; (5)reserve for bad debt; (6)3eferred debits;
(MFi nanci al Account iloegB)¥obbondaadygy EmMpPpASYPEesd Be
Association (AVEBAO) 106 (Qkpensians;l(18bomusees;{1lpthar of FA
accruals; (12)acquisition costs; (13supplemental employee retirement plan costs;

(14) unrealized swap losses; and (1gacy American Water regulatory assets

8 This accounting treatment is similar tbow Aquarion transfers SDCs from

Account252005 to Account 271005 once a project eligible for SDC funding is closed
(Exhs. DPU 13-10; AG 3-34, Att. A at 18).
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(Exh. AG 4-27; Tr. 3, at 469). These components peesent both positive and negative
balances, andhey have a combined net balance of $7,098,9%xh. AG 4-27). The
Company proposes to include this ADIT balance as an offset to its rate base

(Exh. 5 (Rev. 3), Sch. 1).

2. Positions of the Parties

The Atomey Gener al argues that based on the C
components, some of the ADIT balances relate to either deferred debits that are not included
in rate base or to accrued liabilities that are not deducted from rate base (Attorney Génera
Brief at 21). The Attorney General reasons that if an item giving rise to ADIT is not
reflected in the determination of rate base, then the deferred tax balance related to that
particular item should not be reflected in the determination of rate basdtgfney General
Brief at 21). Consequently, the Attorney General asserts that certain components that make
up the Companyds pr op os erdgte bade ltems dnd dsasuclt, shouide | at e
be eliminated from the determination of ADIT deducted froplantin-service in the
calculation of rate base (Attorney General Brief al-22, citing Exhs. AG-DJE-1,
Sch.DJE-5; AG 4-27; AG 6-13). Specifically, the Attorney General proposes to exclude the
foll owing ADIT el ement s UWHalamen (ljdéfezredCebitsp any 6s pr
(2) FAS 106; (3) VEBA receivable portion of FAS 106; (4)pensions; (5)bonuses; (6)pther
accruals; (7)acquisition costs; (8supplemental employee retirement plan costs; and
(9) unrealized swap losses (Attorney General Brag 21-22, citing Exh. AG-DJE-1,

Sch.DJE-5, at 1). These components of ADIT sum to negative $1,022,258xh. AG 4-27).
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Therefore, the Attorney Gener al proposes to r
by $1,022,253 (Attorney General Brief a21). None of the other parties presented
arguments on brief regarding this proposal.

3. Analysis and Findings

ADIT represent a cosfree source of funds to utilities and, accordingly, are treated as

an offset to rate base.Essex County Gas Company.P.U. 87-59, at 27 (1987);

D.P.U. 85137, at31; D.P.U. 1350, at42-43. Nonetheless, the Department has a general
policy of matching recovery of tax benefits and losses to the recovery of the underlying

expense with which the tax effects are associateGommonweah Electric Company

D.P.U. 89-114/96331/9180 (Phase One), a29 (1991); Massachusetts Electric Company

D.P.U. 89-194/195, at66 (1990). Consequently, the Department has recognized adjustments
to yearend deferred income tax balances associated witheaety of items. D.P.U. 10-55,

at 209-211 (contributions in aid of construction)P.P.U. 09-39, at 118119 (FAS 109

obligations and plant recovered via separate surchard®)i.E. 02-24/25, at62 (energy

supply costs),D.P.U. 89-114/90331/91-80 (PhaseOne) at 24-30 (Pilgrim litigation

expenses)Western Massachusetts Electric Compary.P.U. 89-255, at 18 (1990)(cancelled

plant); Boston Edison CompanyD.P.U. 160, at11 (1980)(retired plant); Boston Edison

Company D.P.U. 19991, at20 (1979)(federalversus Department AFUDC differences).
The Attorney General propose® remove$ 1, 022, 253 from t he Comp:
ADIT balance of $7,098,992becausehese components of ADIT relate to nerate base items

(Exhs. AG-DJE-1, Sch. DJE-5; AG 4-27; DPU-AG 1-1). Each of the ADIT components
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identified by the Attorney General are associated with temporary book/tax timing differences
(Exh. AG 6-13; Tr. 3, at 468-469). Temporary tax differences arise when there is an
inter-period difference between the book andxtreatment of certain accounting transactions,
when those differences originate in one period and reverse in one or more subsequent

periods/® Western Massachusetts Electric Compamy.P.U. 10-70-A at 2 n.3 (2012). The

net effect of these temporary taxifierences are normalized and incorporated into the
Department s income tax schedules as either
the taxable income base, with a corresponding deduction or addition to deferred income
taxes. SeeD.P.U. 10-70-A at 3, 18.

The Depar t-stemding poicy hashean to exclude all ADIT from rate base
regardless of the nature of the timing difference which gave rise to the deferred taxes or the

time period in which they will reverse. Commonwealth Electric Copany,

D.P.U. 88-135/151, at15 (1989); Western Massachusetts Electric Compafy.P.U. 18731,

at34 (1977) . The exceptions to this policy
matching recovery of tax benefits and losses to the recovery of thelerlying expense do not

apply in this situation®® The Department finds that the ADIT components identified by

& For example, because the Internal Revenue Servieeognizes uncollectible expense

only when tre associated debt is deemed worthless, the use of a reserve method to
account for uncollectible expense will create a temporary timing difference between
when the expense is booked and when it is recognized for tax purposes.

D.P.U. 10-70-A at 3.

80 For example, while the Department will exclude ADIT associated with an item if that

cost is recovered through a separate reconciling mechanism, Aquarion does not have
such reconciling mechanismsCf. D.P.U. 09-39, at 119 (ADIT associated with

a

h
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Aqguarion are eligible for inclusion in the co
base. Therefore, the Department accepts the Compans pr oposal to include
ADIT as an offset to rate base.

F. Conclusion

The Department allows a net utility plant in service of $57,633,486. Accordingly,
Agqguarionds t ot al$38r4216dwensisting af (1E5763321&6in nes utility
plant in service; (2)$262,603 in materials and suppli€s;(3) $964,314 in cash working
capital®? less (1)$7,098,992in ADIT; (2) $12,647,332 in CIAC; (3) $219,874 in funds
received through thaVBP, and (4) $152,041in customer deposits and advances.

Vil.  REVENUES

A. Introduction

Aquarion reported tesyearend operating revenues &16,054388 (Exhs. 4 (Rev. 3),
Sch.1, at 1; AG 3-2, Att. B (2016), at1 1) . A q u ar pperatidggevenuesare y e ar

composed of $14,401,676 in metered sales, $1,593,912immetered saled.€., fire

Nantucket ElectricCompany underwater cable excluded from consideration in rate
base because associated costs recovered through separate reconciling mechanism)

81 The $262,603 in materials and supplies is based on a thirteen month average of

materials and supplies balancegnsistent with Department precedent (Etb
(Rev. 3), Sch. 1; DPU 11-14). SeeD.P.U. 15155, at 145147; D.P.U. 86-235,
at 3-4; High Wood Water CompanyD.P.U. 1360, at 7-8 (1983); D.P.U. 130Q
at 29.

82 Aquar i &wdking aagita allowance is calculated by applying a 45/363y

cash allowanceife., 12.33percent ) to the Companyds all ov
$7,820878 as shown inSchedule 6 othis Order. D.P.U. 08-27, at 39-40;
D.P.U. 1300, & 19-21; D.P.U. 1350, at 25.
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protection), and $58,800 in feesHxhs. 4 (Rev. 3), Sch. 1, at 1; 4 (Rev. 3), Sch. 4, at 21) .23
The Company proposes four adjustments to its test year operating reven{&sremoval of
$9,873 in unbilled revenues(2) a decreae of $43,432 to normalize booked test year
amounts for ratemaking purposeé3) a decrease of $40,924 to account for revenues
associated with the purchased water surchafgend (4) an increase of $22,824 associated
with proposed changes to feegxhs. TMD at 24-25; 4 (Rev. 3), Sch. 1, at1; DPU 7-13;
DPU 7-14). The proposed adjustmentgsult in total operating revenuesf $15,982,983, or
a decrease of $71,40® testyearend operating revenuesAdditionally, Aquarion proposes
total nonoperating revenes of $74,135 Exh. 2 (Rev. 3), Sch. 1).

B. Positions of the Parties

The Company maintains thatstadjustments to test year revenuase based on known
and measurable changes, consistent with Department precedent (Contéefyat 14). No

other partyaddressed this issue on brief.

83 The Company revised its test year revenues from fees from $59,300 to $58,800 to

account for the number of times the various fees were charged during the test year
(Exhs. 4 (Rev. 3), Sch. 1, at 21; DPU 1-34; DPU 6-15).

84 The Company purchasesater from the City of Worcester as needed to ensure

adequate service to its sole G4 customer, and those charges are recovered by a
surcharge on this customer (ExhgAU at 5; DPU 7-21(a)). SeealsoD.P.U. 08-27,

at 188. The Company proposes a decreasere@venues associated with the purchased
water surcharge from the test year amount of $167,733%926,809based on reduced
water usage that the Company determined would be representative of its future use
(Exhs. DPU 7-14(a); DPU 7-18; DPU 7-20; AG 4-24).
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C. Analysis and Findings

The Department has reviewed the Companyos

adjustments and accepts the Companydlde adj ustm

Department additionally has revieweiln d accept s t he Ceopepangy 0 s
revenues of $74,135.The Departmentddresses theemainingrevenueadjustments as
discussed below.

The Company proposes an adjustment to normalize booked test year amounts for
ratemaking purposes. Thiadjustment addresses any variations between the booked revenue,
and the calculated test year reveriighat result from billing adjustments and proration
associated with shortened or extended billing cycl&xfs. TMD at 24-25; 4 (Rev. 3),

Sch.4, at 1-21; DPU 12-2). The calculated test year revenue for Linden Ponds used in
determining this adjustment is based on one tiveh meter and one eighinch meter

(Exhs. JPWat 8; 4 (Rev. 3), Sch. 4, at 3; DPU 1-18). The Company acknowledges that this
adjustmenshould be corrected to include the second twach meter at Linden Ponds
(Exhs.JPWat 8; 4 (Rev. 3), Sch. 4, at 3; DPU 1-18). Accordingly, the Department
increases revenues k1,413 associatedith the second tweinch meter®®

The test year revenues asciated withthe purchased water surcharge were $167,733

(Exhs. 4 (Rev. 3), Sch. 1, at 1; DPU 7-14). The Company proposes a decreast$40,924

85 Calculated test year revenue is based on billing determinants (the number of bills

issued and consumption) (Exh§MD at 26; 4 (Rev. 3), Sch. 4, at 1-21).

86 During the test year, the service charge for a twioch meter for Linden Ponds was

$117.71 per month, or $1,413 per year (Ext4 (Rev. 3), Sch. 4, at 3).

pro



D.P.U. 17-90 Pagell9

to account for revenues associated with the purchased water surcharge that it states is more
representative of decreased amounts of purcha
optimization efforts, resulting in proposed purchased water revenae$126,809 (Exhs. JAU
at5; 4 (Rev. 3), Sch. 1, at 1; DPU 7-18; DPU 7-20). As discussedn SectionVIII.F. , the
Department accepted the Companyds calculation
water from the City of Worcester. Based on the projected mumal purchased water quantity
of45mi | | i on Mga Jdryear$.e., 6Gl56hundr ed c QGro)cthef eet (A
purchased water expense to be recovered throughgtecharge is $126,809Exhs. 4
(Rev. 3), Sch. 1, at 1; DPU 7-18). The Departmenttherebre accept s t he Compan:
adjustment to its purchased water surcharge revenues.

In addition, the Company proposed an adjustment to its test year revenues to account
for increases tahe miscellaneous charges proposed in this proceedigh. 4 (Rev. 3),
Sch.1, at 1). SectionXIV., below, addressest e r easonabl eness of Aqual
fees. Consistent with the Departmentos findi
decreasedyy $3,168 Exhs. 4 (Rev. 3), Sch. 4, at 21; DPU 15-16).

Based on tlke adjustments addressed above, the Department determines that the
Companyo6s pr cof 815,682,988 shoukbe in@easedy $1,413 to account for
the second twanch meter at Linden Ponds and decreased by $3,168 based on the fees
approved in this @der. This results in a decrease in operating revenues by $1,755,

producing total operating revenueasf $15,981,228
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VIIl. OPERATIONS AND MAINT ENANCE EXPENSES

A. Acquisition Savings and Transaction Costs

1. Introduction

During this proceeding, Aquarion proposed to @ude a reduction of $14,000 to legal

expenses and a reduction of $3,000 to corporate expenses to incorporate antitipatngs

as a result of Eversourceodos &hgAWCSTMDL,on of
at6; 2 (Rev. 1), Sch. 12, at1; 2 (Rev. 1), Sch. 20). The Department addressehose
adjustmentsn SectionVIII.H.3. andSectionVIIl.K.3. , below. Aquarion did not propose to
recover transaction costs incurred as a result of the acquisition in this proceeding
(Exhs. Towns 2-9; Towns 4-8).
2. Positions of the Parties
a. Hingham and Hull
Hi ngham and Hul | contend that Aquarionos

reduced by $125,000, in addition to the $17,000 adjustment proposed by the Company, to
account for savings that Hingham and Hull alleggquarion will realize due to the acquisition
(Hingham/Hull Brief at 20; Hingham/Hull Reply at5-6). In support of their position,

Hingham and Hull state that the Company estimated net saviafjpetween $108,000 and
$142,000 inD.P.U. 17-115 (Hingham/Hul Brief at 20, citing D.P.U. 17-115). Hingham

and Hull allege that testimony sponsored by the Attorney General supports their argument for
reducing the revenue requirement and that the Company failed to rebut their argument

(Hingham/Hull Brief at 20-21, citing Exh. AG-TN at 12; Hingham/Hull Reply at6).

Ma
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Il n addition, Hi ngham and Hull argue that E
transaction costs incurred by Eversource or Aquarion during the acquisition (Hingham/Hull
Brief at 21-22). Alternatively, Hingham and Hull propose that the Department limit the
recovery of transaction costs incurred during the acquisition that may be proposed for
recovery in future base rate proceedingexhs. TOWNS-DFR at 27; TOWNS-DFR (Supp.)

at 23; Hingham/Hull Brief at 22).

b. Company

Aquarion states that it incorporated $17,000 in reductions to legal expenses and
corporate expenses that the Department found would materialize as a result of the acquisition
(Company Brief at9-10). The Company acknowledges that it develapestimates of
guantifiable net savings that may be realized following the change in control (Company Reply
at 19, citing Exh. AG 2-1). Aquarion maintains, however, that the $142,000 in net savings
cited by Hingham and Hull is only an estimate and, thewe®, it is not known and
measurable (Company Reply 4t9 ) . Accordingly, Aguarion argu
proposal does not represent an appropriate ad
this proceeding (Company Reply d19). In support of its position, Aquarion states that the
Department has previously rejected similar recommendations by the Attorney General
concerning the savings that would accrue as a
because they were speculative (Company Reaiyl 9-20, citing D.P.U. 17-05, at 234 n.119).

Finally, the Company argues that Hingham and Hull have provided no evidence in support of
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their proposal and rely solely on their beliefs regarding the savings estimate, so the
Department should reject thisscommended adjustment (Company Replyl&t 20).

With respect to transaction costs, the Company stated that no transaction costs were
included in the revenue requirement proposed in this proceeding (Company BriéDat No
other pary addressed thesssues on brief.

3. Analysis and Findings

a. Acquisition Savings

Anticipated net savings was one of the factors considered by the Department in
reviewing Eversour cebBbUdl. pPO.A6ld® atl19a2¢-8d4ui si t i on
Companies that achieve cost savings through mergers and other business combinations are
expected to incorporate those savings in their subsequent base rate proceedings.

D.P.U. 09-39, at 275, citing Bay State Gas Company/Unitil Corporatio.P.U. 08-43-A

at 45 (2008). As noted above, Aquarion proposed a reduction of $14,000 to legal expenses
and a reduction of $3,000 to corporate expenses to incorporate anticipate savings as a result
of Eversour c eNMU (Eahs.QWGC-BVIDt1 abbn2 (Rev. 1), Sch. 12, at1; 2
(Rev. 1), Sch. 20). The Department address¢hoseadjustmentsn SectionVIIl.H.3. and
SectionVIII.K.3., below .
In support of their proposed reduction of $125,000quar i onés cost of
exclusive of the $17,000 proposed the Company, Hingham and Hull point to the total
estimated savings of $108,000 to $142,000 proposed by the petitionef3.P.U. 17-115

(Hingham/Hull Brief at 20, citing D.P.U. 17-115). The $125,000 in additional estimated
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savings consisted of $61,000 iannual borrowing costs and $64,000 in annual labor costs.
D.P.U. 17-115, at28-33.

In D.P.U. 17-115, the Department recognized a strong potential for Aquarion to
receive a higher credit rahg and have access to more favorable interest rates after the
acquisition, as well as a likelihood of some amount of operational savings as Eversource
becomes familiar with the Company and its water operation®.P.U. 17-115, at 33-34.

However, the Department determined that the level of any such savings were umtifigble,
speculative, and, thus, inappropriate for inclusion in net savingB.P.U. 17-115, at 31-33.
Consistent with our findings inD.P.U. 17-115, we find that these savings remain

unquantifiable and speculative, and they do not constitute a known and measurable change to
cost of service. Accordingly, we wil/| not
proposed by Hingham and Hull.

b. Transaction Costs

Consistent with Department precedent, transaction costs may be recoverable in rates
after a determination by the Department that (ffje merger is in the public interesti., the
benefits of the merger exceed the cogtand (2)the trarsaction costs are reasonable.

D.P.U. 17-115, at17; Plymouth Water CompanyD.P.U. 14-120, at 101 (2015)

Eastern/Colonial AcquisitionD.T.E. 98-128, at90 (1999) Eastern/Essex Acquisitign

D.T.E. 98-27, at 52 (1998) We note that no transaction costare proposed for recovery in

this proceeding Exhs. Towns 2-9; Towns 4-8). D.P.U 17-115, at17 n.13. As aresult, the
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Department finds that Hingham and Hull 6s prop
the scope of this proceeding.

B. Employee Compersion

1. Introduction

I n determining the reasonabl eness of a com
t he Department reviews the companyds overal/l
its employee compensation decisions result in a minimization oftdabor costs.

D.P.U. 1055, at 234; Boston Gas CompanyD.P.U. 96-50 (Phasd) at 47 (1996);

Cambridge Electric Light CompanyD.P.U. 92-250, at55 (1993). This approach recognizes
that different components of compensatiog.g., wages and benefits) are to some extent
substitutes for each other and that different combinations of these components may be used to
attract and retain employeesD.P.U. 92-250, at55. In addition, the Department requires a
company to demonstrate thés total unit-labor cost is minimized in a manner supported by
its overall business strategiesD.P.U. 92-250, at55.

A company is required to provide a comparative analysis of its compensation expenses
to enable a determination of reasonableness by Erepartment. D.P.U. 96-50 (Phasd)
at47. The Department evaluates the pemployee compensation levels, both current and
proposed, relative to the companies in the ut
that compete for similarly skillel employees. D.P.U. 96-50 (Phasd) at 47; D.P.U. 92-250,

at 56; Bay State Gas Company.P.U. 92-111, at 103 (1992);Massachusetts Electric

Company D.P.U. 92-78, at 25-26 (1992).
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Aqguarionbés employee compensation program i
compensation, vacation and holiday pay, medical and dental insurance, life insurance,
disability insurance, and a pension and pastirement benefits other than pension plan
(e nsi on ankExhsPTBID& A215; (Rev. 3), Schs. 35; AG 3-42; AG 3-43;
AG 5-15). The Department addressgension and PBORXxpense in SectioWIll.C.3. ,
below.

2. Employee Levels

a. Introduction

In its initial filing, Aquarion reported a payroll headcount of 20 futime employees
(Exhs. 2, Sch. 3; DPU 17-2). During the course ofthis proceeding, the Company revised its
employee level to 22 fulitime employees to account for: (1%he creation of a fulttime
administratorposition and (2)the creation of anoperationssupervisor position Exhs. 2
(Rev. 3), Sch.3; DPU 17-2; DPU 17-2, Att. A at 3; DPU 21-9; RR-DPU-1, Att. A; Tr. 2,
at 292, 364365). Additionally, the employee in thecommunications manageosition atthe
time of the Companyés initial filing transfer
in June2018 (Tr. 2, at 364-365). As of the close of the record, Aquarion reported a payroll
headcount of 2Zull-time employees, including open positions faperationssupervisor and
communications manageand a filled administratorposition.

b. Positions of the Parties

The Company contends that its pro forma wages expense is calculated based on a

proposed annual payroll of 22ull-time employees (CompanBrief at 44). The Company
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notes that its employee count includessapply operations position, which was filled prioto

the close of the record (Company Brief at4). Aquarion also proposes to include the
operationssupervisor position, which has not yet been filled (Company Brief 44). The
Company asserts that a senigdqquarionCT employee has been filling this ra until

Aquarion canstaff this position due to the continuing critical nature of the position (Company
Brief at 44). The Company claims the seniohquarionCT employee is on site four days a
week and has secured a residence in Massachusetts in ordel thé role (Company Brief
at44). The Company notes th&quarionCT employee is clarging her time related to the
operationssupervisor duties to the Company (Company Brief 44).

Aquarion also contends that it properly included in its employee cotim
communications manageosition, which was filled atthe end of the test year but became
open as of June 2018 when the formeommunications managéransferred to Eversource
Service Company (Company Brief &1 n.14, 44). The Company maintains that given the
importance of the role, it intends to fill the position otommunications managéCompany
Brief at 41 n.14). Aquarion states that the formetommunications managevill commit one
or two days per week to communations efforts for Hingham and Hull for ateast the next
six months and charge her time related to those efforts to Aquarion while de@nmunications
managerposition is open (Company Brief a1 n.14). No other party addressed this issue

on brief.
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C. Analysis and Findings

Employee levels routinely fluctuate because of retirements, resignations, hirings,

terminations, and other factors Massachusett&merican Water CompanyD.P.U. 88172,

at 12 (1989); Fitchburg Gas and Electric Light CompanyD.P.U. 12701414, at16-17

(1983) In recognition of this variability, the Department generally determines payroll
expense on the basis of test year employee levels, unless there has been a significatégtost
year change in the number of employees that falls adésthe normal ebb and flow of a

company6s Whe Bekk$hoerGasCompanyD.P.U. 90-121, at 80-81 (1990);

D.P.U. 88172, at12.
As an initial matter, the Company presented its employee levels as of the date of its
filing (Exh. 2, Sch. 3). The Depatment generally determines payroll expense on the basis of
test year employee levelsD.P.U. 90-121, at80-81; D.P.U. 88172, at12. The record
demonstrates an average employee headcount 8f 20 the test year and athe test yeatend
(Exh. AG 3-44, Att. A).® Accordingly, the Department finds

employee level was 2@mployees.

87 Aquariondés average monthly headcount durin

nearest whole number (EXPAG 3-44, Att. A) . During the test yea
employee headcount 820 employees from January through May, increased to 21 in

June, and 20.5 from July through August, and then returned to 20 from October

through December (EXhAG 3-44, Att. A).

88 The Department notes that Aquarion was in the process of replacing ohigs

20 employees as of the initial filing and filled that position before the close of the
record (Exhs. AG4-12; DPU 17-2).
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Aqguarionbés employee | evel thia procdetlingdue toat ed d
multiple staffing changes and management decisidashis. 2 (Rev. 3), Sch. 3; DPU 15-8,
Att. A; DPU 17-2; DPU 21-9; Tr. 2, at 363). Since the end of the test year, the Company
experienced a number of staffing changes that had no net impact on the total employee level
from the test year level §eeExh. DPU 17-2). This includes thecommunications manager
position®® which was filled atthe end of the test year and became vacant in June 2018, as
well as thesupply operatons position that became open in FebruaB018 and was filled prior
to the close of the recordEExh. DPU 17-2(i)(a)(2); RRI DPU-1; Tr. 2, at 364-365). The
Company either already has filled or demonstrated that it intends to fill each of the positions
that became vacant after the test yeae€Exh. DPU 17-2; Tr. 2, at 365). The Department
finds that theg posttest year departures and replacements do not represent a structural
change in the Companyds wor kf omnoomalegbbhbndflowr at her
of employee levels. SeeD.P.U. 12-86, at 118119. Accordingly, the Department will not
adjust the Companyb6s payroll expense for these
The Company proposes to add positions for administratorand operations
supervisor, both created after the test yedexh. DPU 17-2). The Company created the
administratorposi ti on to replace a temporary positiorl
employee level athe time of the initial filing; the Company filled that position in

January2018 Exhs. DPU 17-1; DPU 17-2 & Att. A; AG 17-2, Att. A; DPU 158, Att. A).

89 As addressed in SectioWNlIl.L.3., the Department recognizes the continued

importance of a dedicated employee to handle coonications for the Company.



D.P.U. 17-90 Pagel29

The Company created theperationssupervisor position in December 2017Ekhs. AG 4-12;
DPU 17-2(i)(b)(1)). That position remained unfilled as of the close of the record
(Exh. DPU 17-2(i)(b)(1); Tr. 2, at 292).
The Department finds that the fluctuation iemployee levels detailed above are not
isolated to the postestyear period Exh. AG 3-44, Att. A). Since its last rate case, the
Company has operated with as few as 17 and as many as 23 employees with routine
fluctuations in betweenExh. AG 3-44, Att. A). The Department, therefore. finds that the
Company6s p-test year shargjes poemployee level for these two positions fall
within the normal ebb and flow and do not warrant an adjustment.
In asserting that the openperationssupervisor position specifically should be
included in its cost of service, the Company argues that due to the critical nature of the
operationssupervisor position, a senior Aquariof€T employee is fulfilling those duties and
is charging the associated tiento the Company (Company Brief at4, citing Tr. 2, at 363).%°
This is not, however, a basis to depart from
Company6s p-test year sidalition of this position falls within the normal ebb and
flow. TheDepa t ment has previously determined that,
need, a new position unfilled as of the end of the test year and remaining unfilled as of the
close of the evidentiary record is neither known nor measurablB.P.U. 10-114, at 136.

Here, where the current perationssupervisor was created after the test year and remained

%0 While the Company contends that the Aquari@il employee is on site four days a

week, the record does not indicate the amount of time charged to fulfill the operations
supervisor duties.



D.P.U. 17-90 Pagel30

unfilled as of the close of the evidentiary record, the Department determines that the
proposed addition of this position is neither known nor measurabieAccordingly, the
Department will excludethe costs associated with theerationssupervisor position from the
Company6s ceoos this additionsl dasis. i

The Department thus rejects the Cotmpanyds
employees. Tk Depart ment wil |l base the Companyds sa
employee level of 20 fulltime employees.

3. Payroll Expense

a. Introduction

The Company claimed $1,780,444 in gross union and Ramion current annualized
wages in its initial filing (Exh. 2, Sch. 3). During the pendency of this case, Aquarion
updated this number, reporting $1,980,396 in annualized wagesH. 2 (Rev. 3), Sch. 3).

The Company further increased union wages for Millbury employees by $8,405, representing

a threepercent wage inrease effective in August 2018&kh. 2 (Rev. 3), Sch.3). In

ol We note that the record demonsies that the Company has not had a faiine

employee dedicated to the operations supervisor position sindeat early 2016

(Tr. 2, at 362-364). The Company previously had an operations supervisor position,
which was vacant as of early 2016 (ExtDPU 15-8, Att. A; Tr. 2, at 292, 362363).
Having been unable to fill that position, in Jun2016, Aquarion redefined the role of
the then manager of community relations to encompass both operations and
communications roles (ExhDPU 15-8, Att. A; Tr. 2, at 292, 362363). The

Company subsequently determined that this combined role was too much for a single
employee andpn December7, 2017, re-established separate communications manager
and operations supervisor positions (Exhs. DP13-8, Att. A; DPU 17-2(i)(b)(1);

Tr. 2, at 292, 362363). The employee who had served as manager of community
relations and manager of communications and operations remained in the
communications manager role #tat time (Tr. 2, at 362363).
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addition, the Company increased current gross overtime by $15,319 to account for union and
nortunion wage increases effective in April 2017 and April 201&x%h. 2 (Rev. 3), Sch. 3).

The resuling pro forma gross payroll expense amounts to $2,004,1Exk. 2 (Rev. 3),

Sch. 3). Because a portion of salaries and wages are capitalized, Aquarion multiplied its

gross payrolll by the Companyds expenseaall oca
payroll expense of $1,897,701, an increase of $289,711 over the tg=ar payroll expense of
$1,607,990 Exh. 2 (Rev. 3), Sch. 3).

b. Positions of the Parties

The Company contends that its pro forma wages expense, including both union and
nortunion basewage increases, should be approved by the Department (Comizngf
at45). The Company argues that all union increases are per existing signed collective
bargaining agreements that will be in effect prior to the myabint of the rate year
(CompanyBrief at 44, citing Exhs. TMD at 13; AG 3-42; AG 3-43; AG 4-9). The
Company also argues that namion wage increases are consistent with both union increases
and past norunion increases, as well as in line with market data (CompalByief at 44,
citing Exhs. TMD at 13; AG 4-9; AG 3-41). The Company claims that it has evaluated each
position on an annual basis against salary ra
consultant (Compan{rief at 45, citing Exh. TMD at 14). For these reasons, the Company
assertghat both union and nofunion wage increases are reasonable, consistent with
Department precedent, and correctly calculated and should be approved accordingly

(CompanyBrief at 45). No other party addressed this issue on brief.
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C. Analysis and Findings

i Stardard of Review

The Departmentds standard for union payrol
be met: (1) the proposed increase must take effect before the midpoint of the first twelve
months after the rate increase; (2) the proposed increase nesknown and measureable
(i.e., based on signed contracts between the union and the company); and (3) the company
must demonstrate that the proposed increase is reasonabl®.U. 96-50 (Phasd) at 43;

D.P.U. 9540, at 20; D.P.U. 92-250, at 35; WesternMassachusetts Electric Company

D.P.U. 86-280-A at 73-74 (1987).

To recover an increase in neonion wages, a company must demonstrate that:
(1) there is an express commitment by management to grant the increase; (2) there is a
historical correlation betwen union and nownion raises; and (3) the nennion increase is
reasonable.D.P.U. 96-50 (Phase I) a¥2; D.P.U. 9540, at 21; D.P.U. 1270/1414, atl4.
In addition, only nortunion salary increases that are scheduled to become effective no later
than sk months after the date of the Order may be included in rateBoston Edison
Company D.P.U. 85-266-A/271-A at 107 (1986).

ii. Union Wage Increases

With respect to Aquariondébs union payrol/l [
appropriately includes only those aneases that have been granted or will be granted before
the midpoint of the first twelve monties after

through May 1, 2019) gxhs. 2 (Rev. 3), Sch. 3; AG 3-42, Att. A; AG 3-42, Att. B). The
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union payroll increases are also based on a signed collective bargaining agreement and,

therefore, are known and measurablExh. AG 3-42, Att. B). The Company provided a

compensation survey to demonstrate the reasonableness of its union wages in its last rate

case. D.P.U. 11-43, at 84. Here, the Company indicates that it no longer participates in the
compensation survey because of the limited nature of the information included and the
Companyo6s inability to match a sigmorveyi cant po
(Exh. DPU 15-13). The Company has based its union payroll increases on annual

threeper cent i ncreases si nc&xhtTMBat@).nipPalh $1813, | ast
at 80-81. The Department finds the proposed pro forma adjustments to unpayroll are

reasonable in amount and comply with Department precedent. Thus, the proposed
adjustment is all owed. Accordingly, we accep
expense of $1,180,028Hxh. 2 (Rev. 3), Sch. 3).

iii. Non-Union Wage Increase

During the pendency of this case, the Company updated fumion wages to reflect
increases effective in April 2018Exhs. 2 (Rev. 3), Sch. 3; DPU 21-9; DPU 21-10). The
Department finds that these wage increases were already effective as of the cloge of
record and, therefore, are known and measurabkexps. 2 (Rev. 3), Sch. 3; DPU 21-9;
DPU 21-10). As addressed above, the Company no longer participates in a compensation
survey. However, the Department f i ncteasest he Co
are both in line with historic trends and comparable to union wage increasesh. TMD

at 13). Thus, the Department accepts the proposed adjustment for-noion wage increases
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effective April 2018. The Company did not propose any further incresssto norunion
wages.

As addressed above, the Department has exc
expense thedministratorand operationssupervisor positions created after the test year. The
Department, therefore, r e deaexgesse d#sspciaded with théss gr o
two positions, resulting in a reduction to pro forma wage expense of $125,635
(Exhs. 2 (Rev. 3), Sch.3; DPU 21-9). Addi ti onally, the Department
payroll taxes by $854 based on the reduction to grossypoll for these two fulktime positions
(Exh. 2 (Rev. 3), Sch. 27).

iv. Conclusion

Based on the Departmentdos findings, above,
expense is $1,772,0666xh. 2 (Rev. 3), Sch. 3). Accordingly, the Department allows the
Companyan increase of $164,076 over the tegear payroll expense of $1,607,99@Ekh. 2
(Rev. 3), Sch. 3).

4. Incentive Compensation

a. Introduction

The Company offers two incentive compensation programs for agrion employees.
The first plan is the Aquarion WatelCo mpany Empl oyee I ncentive Pl a

|l ncenti ve Pl ano) -uaionémpiogeesixp.AG 5-15pAtt.aA). IThen o n
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second plan is the Aquarion Water Company Lofiger m | ncent i Ter Bl @hagbdlo
in which only key executives may particigte Exh. AG 5-15, Att. B).%
Under the Employee Incentive Plan, employees of Aquarion are eligible for an annual
target incentive award equal to the following: (1).5 percent of annual salary for
nortexempt employees; (2hree percent of annual salarjor exempt employees;
(3) ten percent of annual salary for directors; (420 to 40 percent of annual salary for vice
presidents; and (550 percent of annual salary for the president and chief executive officer
( A CE Eah) AG5-15, Att. A at 6). The Employee Incentive Plan was implemented in
2002, and includes the following performance goals: (1) ranking based on number of
customer complaints; (2) call center abandonment rate; (3) number of customer service
complaints; (4) customer satisfaction resultseasured by a survey; (5) number of product
compliance violations per year; (6) number of water quality complaints; and (7) the Federal
Occupational Safety and Heal t h BEfhd AG RU5(.)1&r at i on
Att. A at 3).”® These performace objectives are evaluated based on three levels of
achievement upon which different payiblevels are established: (1an earnings before taxes,

depreciation, and amortization (AEBI TDAO) t hr

92 Under the LongTerm Plan, key exeatives are defined gs Arly employee of the

Company invited by the Company, and approved by the Board, to join the Plan who
is considered by the Company and the Board as having a significant role in the
effective execut i obxh AG5-16Atk. BBtR)si ness Pl ano

9 OSHA directs nationalcompliance initiatives in occupational safety and health to

assure safe and healthful working conditionsSeeOccupational Safety and Health Act
of 1970, Pub. L. No. 91-596, 84 Stat. 15901620 (1970);seealso29 U.S.C. § 651 et

seq.
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funding for the entire Employee Incentive Plan; (2) team measures for overall service and

product quality, which account for 100 percent of the nefiscretionary performance

measures for norexempt and exempt employees, and 50 percent of the performance

measures fodirectors, vice presidents, and the president and CEO; ({Bdlividual employee

goals and objectives (key executives only); and (4) an individual performance modifier

all owing for an empl oyeeds awaarcdnt,sepathee i ncr ea

discretion of the CEO and the compensation committ&xly. AG-5-15, Att. A at 3-5).
UndertheLongTer m Pl an, key executives are eligi!

award pool based on the number of the following operational performance targets achieved:

(1) customer satisfaction results measured by regulatory complaintscé?l) abandonment

rate; (3) number of complaints; (4xustomer satisfaction index score and first call resolution

rate; (5) number of regulatory violations per year; (6jumber of quality complaints;

(7) OSHA incident rate; (8)variance between total and planned capital expenditures in a

given fiscal year; and (9)specific capital project variance in a given fiscal year

(Exh. AG 5-15, Att. B at 9). The size of the award pool availalel is based on the percentage

of an annually established financial performance target achievexh( AG 5-15, Att. B

at10-11). If the Company does not reach 9percent of its financial performance target, the

pool will not be funded Exh. AG 5-15, Att. B at 11). Fifty percent of the pool becomes

available at90 percent of the target, scaling up to a maximum of 150 percent of the pool

atl110 percent of the CompanEhsAGHhILomAtnR i al perfo

at 11-12). A total incentive compensabin award of $29,275 was paid out in the test year,
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including $23,731 from the Employee Incentive Plan and $5,544 from the Lefgrm
Incentive Plan Exhs. DPU 15-12; DPU 21-5).

b. Positions of the Parties

The Company contends that incentive compensation paitlio the test year under
both plans should be approved by the Department (Comp&mief at 46). The Company
states that the Employee Incentive Plan encourages improved customer service, achieving
identified business goals, and attracting and retainingmayees (Companyrief at 45). The
Company states that the LoAGerm Incentive Plan encourages improving customer service,
operational efficiencies, and financial performance (Compadyef at 46). The Company
argues that incentive compensation paid anithe test year was reasonable in amount,
encourages good employee performance, and should, therefore, be approved (Congpeaiy
at 46). No other party addressed this issue on brief.

C. Analysis and Findings

The Department has traditionally allowed incentive compensation expenses to be
included in a utilityds cost of service i f th
accordance with incentive plans that are reasonably designed to encourage goody&mplo

performance. Fitchburg Gas and Electric Light CompanyD.P.U. 07-71, at 82-83 (2008);

D.P.U. 89-194/195, at34. For an incentive plan to be reasonable in design, it must both
encourage good employee performance and result in benefits to ratepay@rB.U. 07-71,

at83; D.P.U. 93-60, at 99.
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The Department has previously reviewed the
found it reasonably designed to both encourage good employee performance and result in
benefits to ratepayers.D.P.U. 11-43,at92. The Companyods current Empl
Plan is substantially the same as the plan previously reviewed and, thus, the Department finds
the Employee Incentive Plan continues to be reasonable in desitxih( AG 5-15, Att. A).

The Departmenthas notprevius |l y r evi ewed tTerenInCotnegpany o6s L
Plan and, therefore, must determine whether the Lofgrm Incentive Plan is reasonably
designed to both encourage good employee performance and result in benefits to ratepayers.
D.P.U. 11-43,at89n58. Under t he Co4hgmincenive Planpawards are
determined by a mixture of operational and financial performance metriggl{. AG 5-15,
Att. B at 12). The Department has articulated its expectations on the use of financial targets
in incentive plaxs and the burden required to justify the recovery of such costs in rates.
D.P.U. 11-01/D.P.U. 11-02, at 192-193; D.P.U. 10-70, at 105106; D.P.U. 10-55,
at 253-254. Specifically, where companies seek to include financial goals as a component of
incentive compensation design, the Department expects to see the attainment of such goals as
a threshold component with job performance standards designed to encourage good employee
performance €.g., safety, reliability, and/or customer satisfaction goals) used the basis for
determining individual incentive compensation awardSeeD.P.U. 11-01/D.P.U. 11-02,
at192-193; D.P.U. 10-70, at 105106; D.P.U. 10-55, at 253-254. The Department,
however, has previously allowed the use of financial performance metotser than as

threshold components where employee performance is adequately tied to meeting safety,
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reliability, and customer satisfaction goalsSeeD.P.U. 10-70, at 105; D.P.U. 10-55,
at 253; D.P.U. 09-39, at 142. Here, the Department finds thdinancial performance
impacts employee awards and, thus, financial metrics are not solely a threshold component of
the LongTerm Incentive Plan Exh. AG 5-15, at 3, Att. B). However, the Department finds
that the use of operation metrics in the Lorgerm Incentive Plan adequately ties employee
performance to meeting safety, reliability, and customer satisfaction go&sh. AG 5-15,
at 3, Att. B). The Department concludes that the Longerm Incentive Plan, therefore,
encourages good employee performance aesults in benefits to ratepayers. The
Department, thus, det er Aierm lhentivelPlart is reaboaabl€in mpany
design.

Based upon its review of the Companyds inc
previously approved incentiveanpensation awards, the Department finds the costs of
$23,731 for the Employee Incentive Plan and $5,544 for the Loilgrm Incentive Plan,

totaling $29,275, are reasonable in amounteeD.P.U. 11-43, at 93. Accordingly, the

Department approvesthe Compay 6 s proposed incentive compensa
5. Group Medical, Dental, Life, and Disability Insurance Expense
a. Introduction

During the test year, the Company booked $451,045 in group medical, prescription,
and dental insurance costg&xh. 2 (Rev. 3), Sch.4). The Company then removed the
employee contribution level of $49,937 from this amount and multiplied the remaining

$401,108 by the expense allocator of 94.69 percent to determine the amount booked to test
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year expensei.e., $379,809 Exh. 2 (Rev. 3), Sch 4). The Company proposes to increase
group medical, prescription, and dental insurance expense by $78,293 based on actual
premiums billed by the Compxamn(Res.3)hSea4;t h i
DPU 6-32, Att. A; AG 4-7, Att. A).

During the test year, the Company also booked $3,884 and $3,425 in life and
disability insurance costs, respectivelfexh. 2 (Rev. 3), Sch.4). The Company then
mul tiplied these amounts by the Companyos
at $3,678 and 8,243, respectively, for its test year expens&xh. 2 (Rev. 3), Sch.4). The
Company proposes to increase these expenses by $1,494 and $1,050 for life and disability
insurance, respectively, based on pro forma wages and salaries and the associatedhicsura
premium rates Exhs. 2 (Rev. 3), Sch. 4; DPU 21-16).

b. Positions of the Parties

The Company contends that all of its proposed employee benefit expenses should be
approved (Company Brief a48). The Company argues that its benefits offerings are
andyzed using benchmark comparisons to ensure they are reasonable and competitive with
other utilities (Company Brief at47, citing Exh. DPU 6-24). The Company states that it has
taken steps to contain its healthcare, dental, and other benefit costs byeaming employee
cost sharing requirements and closing defined benefit pension and retiree medical plans to
new hires (Company Brief att7). For these reasons, the Company asserts it has met its
burden regarding the inclusion of benefits expense (CompamigBat 47). No other party

addressed this issue on brief.

nsur
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C. Analysis and Findings

To be included in rates, medical and dental insurance expenses must be reasonable.

D.P.U. 92-78, at 29; Nantucket Electric CompanyD.P.U. 91-106/91-138, at53 (1991).

Any posttest year adjustments to health care expense must be known and measurahbke.

Berkshire Gas CompanyD.T.E. 01-56, at 60 (2002) D.P.U. 96-50 (Phase I) a#6; North

Attleboro Gas CompanyD.P.U. 86-86, at 8 (1986). Further, companies must demonstea
that they have acted to contain their health care costs in a reasonable, effective manner.
D.T.E. 01-56, at 60; D.P.U. 96-50 (Phase I) a46; D.P.U. 92-78, at 29;
D.P.U. 91-106/91:138, at53.
The Department finds that Aquarion has taken reasonable affdctive measures to
contain its health care costs. For example, the Company has: (1) introduced a medical plan
option which all ows employees to fishop around
out-of-pocket costs; (2) increased employee premiweguirements upwards of 80 percent
since 2011; (3) implemented a threeer approach to employee premium contribution
requirements, charging higher employee premium contributions to employedsgiter salary
levels; (4) sponsored a comprehensive wellngg®gram to encourage employees to
proactively focus on healthy habits; (;)) r ovi de e uam fhemtef it t o encoul
to enroll i n a s po wudwly marketedrthe medical glah ia arderta nd ( 6)
select the lowest cost provideiskhs. DPU 6-29; AG 3-52). Based on the above, we find
that Aquarion has adequately demonstrated that it is attempting to contain its health care

costs.
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The Department finds that the Companyds ad
and dental insurancexpenses are basexh actual premiums and concludes that these
expenses are known and measureable and reasonable in amount. The Department, therefore,
approves the Companydés proposed $78, 293 adjus
dental insurance x pe ns e . However, the Department find
and disability insurance expenses are based on a proposed level of salaries and wages expense
that the Department has disallowed. Usirthe expense portion ofhe allowed salaes and
wages expens@ess overtime and shift differentialpf $1,519,376*andt he Company 6 s
provided insurance premium rates, the Department has calculated appropriate pro forma life
and disability insurance expenses of $Z;#° and $3,%6,°° respectively Exhs. 2 (Rev. 3),
Schs.3&4;DPU21-16) . The Department, therefore, red
insurance expense by $8°" and its proposed disability insurance expense$827.%® These
adjustments result in an overall decrease to group medichntal, life, and disability

insurance expense offR2

9 Gross allowed payroll of $1,871,440 minus overtime and shift differentials of

$266,860, multiplied by the expense ratio of 94.6%rcent, equals $1,519,376
(Exh. 2 (Rev. 3), Sch. 3).

% $1,519,376*.262/1,000*12=$4,777
% $1,519376*.261/100=$3,966
o7 $5,172%$4,777=$395

98 $4,293%$3,966=3$327
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C. Pension and PogRetirement Benefits Expense
1. Introduction
a. Pension Expense

During the test year, the Company booked $188,623 in pension expeisé( 2
(Rev. 3), Sch.5). Aguarion has calculated a monalized pension expense of $275,674 based
on a fouryear average of cash contributiong&xh. 2 (Rev. 3), Sch.5). Using an expense
ratio of 94.69 percent, the Company proposes a pro forma pension expense of $261,036
(Exh. 2 (Rev. 3), Sch.5). When compaed to the test year, this results a proposed increase
to pension expense of $72,41E&kh. 2 (Rev. 3), Sch.5).

b. PBOP Expense

During the test year, the Company booked $155,612 in PBOP experisen( 2
(Rev. 3), Sch.5). Aquarion has calculated a normalizedBOP expense of $50,698 based on
a four-year average of cash contributiong&xh. 2 (Rev. 3), Sch.5). Using an expense ratio
of 94.69 percent, the Company proposes a pro forma pension expense of $48,BQ6.(2
(Rev. 3), Sch.5). When compared to the t& year, this results in a proposed decrease in
PBOP expense of $107,606kh. 2 (Rev. 3), Sch.5).

C. Deferred Pension and PBOP Expense

Il n Aguarionb6s |l ast rate case, the Depart me

practice of recording the difference bewen its test year level of pension and PBOP
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expenses and its actual pension and PBOP expense as a regulatory asset or a regulatory
liability. D.P.U. 11-43, at 105.

As of the end of the test year, the Company had a deferred pension expense balance
of $1,360,527 and a deferred PBOP balance of a negative $552,7B4h( 2
(Rev. 3), Sch.6). Aguarion proposes to add an additional $276,285 in deferred pension
costs and to deduct $464,259 in deferred PBOP costs to these amounts, representing its
estimate of thedeferrals that will have accumulated between the end of the test year and the
implementation of new ratesgxh. 2 (Rev. 3), Sch.6). On a combined basis, these four
items total $619,772, which the Company proposes to amortize over four yeanshs. TMD
a 16; 2 (Rev. 3), Sch.6). Amortizing this balance over a fowyear period produces an
annual expense of $154,943, which when compared to the actual test year expense of
$52,171, results in a proposed increase of $102,7Exb. 2 (Rev. 3), Sch.6).

2. Positions of the Parties

a. Attorney General

The Attorney Gener al argues that the Compa

be adjusted to recognize the continuing recovery of previous amortizations established in

% Aquarion refers to these expenses as other pastrement benefits, or OPEB

(Exh. TMD at 16). To minimize customer confusion, the Department finds it

appropriate to continue a standarmenclature for all Department filings.See

D.P.U. 09-39, at 225-226; Massachusetts Electric Compan.P.U. 85146,

at 106107 (1986); D.P.U. 84-145A at 133-134. The Department has previously
directed Aquarion t o r adtrementbeanefits bthersttan e x pens
pensiono or APBOPO in all fli43,wr98n6R.eVgear t me n
reiterate this directive here.
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D.P.U. 11-43 andD.P.U. 08-27 (Attorney GeneralBrief at 18). The Attorney General
claims that the deferrals amortized iB.P.U. 11-43 andD.P.U. 08-27 were fully recovered

in December2015 and March 2016respectively (AttorneyGeneralBrief at 16, citing

Exh. AG-DJE-1, at 8). However, the Attorney General asserts the rates established in
D.P.U. 11-43 have continued to include these amortizations and will continue to do so until
the rates are modified in the present case (Attorn@gneralBrief at 16-17, citing

Exh. AG-DJE-1, at 8). The Attorney General claims that the Company is protected from
underrecovery of an amortization when new rates are establistbefiore the end of an
amortization period (AttorneyGeneralBrief at 17-18). The Attorney General requests that
ratepayers b similarly protected in this instance where rates have remained the same after
the end of an amortization period, resulting in an oveecovery (Attorney General Brief

at17-18). The Attorney General claims that such an oweecovery is inconsistent witlihe

Aj ust and reasonabl ed %4tratemakiag (Attorney Getheaal Brief b y

at 18).

The Attorney General calculates the continuing recovery of pension and PBOP
amortizations from the point that the Company ceased to record the amortinatthrough the
end of August 2018, to be a deferral balance of $1,675,288 (Attorney General Brief&t19,
citing Exh. AG-DJE-1 (Supp.)at 4-5). Amortized over four years, the Attorney General
proposes this balance be posesdefetresl dxpengpa i n st

amortization (AttorneyGeneralBrief at 18-19, citing Exh. AG-DJE-1 (Supp.)at 4-5). The

t

Se

he

Attorney Generalt her ef ore, argues that the Companyods

(
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be reduced by $418,822 (AttornegeneralBrief at 18-19, citing Exh. AG-DJE-1 (Supp.)

at 4-5).
b. Hingham and Hull
Hingham and Hull contend that based on their review of the record, they agree with
the Attorney General 6s positi2lnHioghamtatdi s i ssue

Hull, therefore,ague t he Companyébés deferred expense amc

$418,822 as proposed by the Attorney General (Hingham/Hull Brief2it).

C. Company

The Company asserts that in authorizing the amortization of deferred expenses in
D.P.U. 11-43, the Depatment did not direct or authorize the Company to make any
adjustments to the period or cost being deferred during the delineated periods (Company
Brief at 51). The Company states that the Department elected not to establish a reconciling
mechanism that wuld provide dollar for dollar recovery of actual pension and PBOP costs
(CompanyBrief at 52; CompanyReply at15). The Company also notes that, while the
Department had the authority to review the Co
periods endedrior to a new base rate proceeding, the Department did not undertake such a
review (CompanyBriefat5 2 ) . The Company argues that the
effectively advocates that the Company should have adjusted its base rates between rae case
to account for the completion of the amortization associated with past pension and PBOP

expense (CompanBrief at 50; CompanyReply at13). The Company asserts that making
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such a change without Department approval would fly in the face of weditablisked
Department precedent (ComparBrief at 50).

The Company asserts that in a similar circumstance, the Department has previously
determined that the ebb and flow of costs and earnings between rate cases did not necessitate
any special treatment for amdgation period that may have concluded prior to a new base
rate proceeding, quoting A[a]lthough the amor
changes that could affect the BRiefaipZanyds cost

CompanyReply at14, citing Hutchinson Water CompanyD.P.U. 85-194B at 9 (1986)).

The Company also claims that the Attorney General inaccurately bases her claim on
the assumption that ratemaking treatment established by the DepartmddiRrJ. 11-43 and
prior cases was intergll to follow the principles of a pension and PBOP reconciliation
mechanismi.e., recovering the exact dollar amounts of actual costs (Compdgply at 15,
citing Tr. 5, at 759-760). The Company claims that its recovery of deferred pension and
PBOP costoperates in a manner distinct from the principles of reconciliation mechanisms,
such as the application of carrying charges on unamortized balances (ComBapjy at15).
As a result, the Company asserts the Depart me
recommendati ons and approve the Companyds pen
because they were prudently incurred, reasonable in amount, and correctly calculated

(CompanyBrief at 53; CompanyReply at15).
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3. Analysis and Findings

a. Pension Expense

While the evidence indicates that Aquarion has made regular contributions to its
pension fund in recent years, the future level of funding remains uncertain. Pension expense
is affected by multiple factors, including projections of payroll increases, Interfgvenue
Service( fi | Rr&jairements, plan returns, and participant demographiesis. AG 3-48,
Att. A; AG 3-49,at2 ) . The Companyo6s pension fund contr
(i.e., 2012-2017) have ranged between $0 and $789,242, with a-gear average over that
period of $395,319 Exhs. 2 (Rev. 3), Sch.5; AG 3-49, at 2). The Department is persuaded
that sufficient volatility remains in Aquario
warrant the use of a representative level of pensiexpense Exhs. AG 3-48, Att. A;
AG 3-49). Accordingly the Department will determine a representative level of pension
expense.
The Company proposes to base its pension expense on theyear average of cash
contributions (less the capitalized portip for years 2014 through 2017Exhs. TMD at 15;
2 (Rev. 3), Sch.5). Using the average contribution over this period and an expense ratio of
94.69 percent, the Company proposes an expense of $261,036 as a representative level of
pension expenseexhs. TMD at 15; 2 (Rev. 3), Sch.5). When compared to the pension
expense included in the test year, this results in a proposed pro forma adjustment of $72,413
(Exhs. TMD at 15; 2 (Rev. 3), Sch.5 ) . The Department finds the

determining pengin expensdo bein line with Department precedent and correctly calculated
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(Exh. 2 (Rev. 3), Sch.5). D.P.U. 11-43, at 102. Accordingly, the Department allows the
Company6s proposed adjustment to iIits cost of

b. PBOP Expense

The Department has preously expressed concern about PBOP obligations for
regulated utilities because the reliability of PBOP obligation estimates is affected by several
potentially volatile factors, including inflation, discount and investment rates, medical cost
predictions,medical trend assumptions, and changes in the health care fidldP.U. 96-50
(Phasdl) at 84-85; D.P.U. 95118, at105; D.P.U. 92-111, at224; D.P.U. 92-78, at 80-81.
Further, in determining the level of PBOP obligations to include in rates, the Depagtmhhas
held that financial accounting standards do not automatically dictate ratemaking treatment.

NYNEX Price Cap, D.P.U. 94-50, at 436 (1995);D.P.U. 92-78, at 79; Bay State Gas

Company D.P.U. 8981, at 33 (1989);D.P.U. 85270, at118119.
Aquarion proposes to base its PBOP expense on the fgaar average of cash
contributions (less the capitalized portion) for years 2014 through 20EXH. 2 (Rev. 3),
Sch.5). Using the average contribution over this period and an expense ratio of
94.69 percent, he Company proposes an expense of $48,006 as a representative level of
PBOP expenseHxh. 2 (Rev. 3), Sch.5). When compared to the PBOP expense included in
the test year, this results in a proposed reduction of $107,6@xf. 2 (Rev. 3), Sch.5). The
Depart ment finds the Companyds method of deter
Department precedentD.P.U. 11-43, at 104. However, the Department determines that the

Company calculated its pro forma adjustment based ocuarently effective amortization
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recoveryof $155,612, while the Companyds effecti v
PBOP expenseHxh. 2 (Rev. 3), Sch.5). D.P.U. 11-43, at 104. Accordingly, the
Department reduces Aquarionds proposed cost o

C. Amortization of Deferred Expenses

Aquarion requests that the Department allow it to continue to record the difference
between its actual pension and PBOP expense and those pension and PBOP expenses included
in rates Exh. TMD at 16). The Department has authorized the reding of a regulatory
asset to avoid significant reductions to stoc

liabilities associated with pension and PBOP obligationBoston Gas Company

D.T.E. 03-1, StampApproved (January28, 2003); Fitchburg Gas and Electric Light
Company D.T.E. 02-83, StampApproved(December20, 2002); Boston Edison

Company/Cambridge Electric Light Company/Commonwealth Electric Company/NSTAR Gas

Company D.T.E. 02-78, StampApproved (December20, 2002).

Although pension ad PBOP expenses have been relatively stable in the past several
years, the Company continues to experience y#adyear fluctuations in these expenses
(Exhs. 2 (Rev. 3), Scis. 5 & 6; AG 3-48, Att. A; AG 3-49). Recent stability does not
eliminate theinherent instability of this expense category. Future writdfs that may be
required under general accounting principles, if they occur, could be of sufficient magnitude
to have a material impact on the financial welleing of Aquarion and could translatdirectly
into higher borrowing costs, higher rates, and a potential disruption in servicEitchburg

Gas and Electric Light CompanyD.T.E. 04-48, at 17 (2004); Boston Edison
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CompanyCambridge Electric Light CompamfCommonwealth Electric CompanlSTAR Gas

Company D.T.E. 03-47-A at 25-27 (2003);D.T.E. 0340, at 308-314. Based on these
considerations, and consistent with Department precedent, we allow the Company to continue
to record the difference between its actual pension and PBOP expense and perston and
PBOP expenses included in rates as either a regulatory asset or a regulatory liability.

The Attorney Gener al argues that the Compa
be adjusted to recognize the continuing recovery of previous amortizaticstaldished in
D.P.U. 11-43 andD.P.U. 08-27 that were fully recovered in rates as of December 2015 and
March 2016 respectively (AttorneyGeneralBrief at 16-18). The Attorney General claims
thatsuchanover ecovery i s inconsiasstoenmab Iwe & hs ttahned airjdu s
by Section 94 ratemaking (Attorney General Brief &8B).

The Department has previously addressed the potential for rates to remain in effect
after the end of an amortization periodD.P.U. 85194B, at 9. In D.P.U. 85194B,
intervenors sought reconsideration of the allowed return on the basis that, because the
approved rates could remain in effect for a longer period than the three and five year
amortizations approved in that casreterttarthe c¢comp
the 13 percent approved by the DepartmenD.P.U. 85-194B at 8-9. There, the
Department denied reconsideration, on the basis that base rates are set to collect a
representative | evel of costs andbeprbcselye i s no
at the level approved.D.P.U. 85194B at 9. The Department found that although the

amortization period may end, other changes could affectttempany 6 s cost s and e
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D.P.U. 85194 B at9. Thus, the ebb and flow of costs and earnings between rate cases does

not make it necessary to adjust rates after an amortization expires unless the Department

finds that special ratemaking treatment is warrante&ee e.g., Western Massachusetts

Electric Company D.P.U. 13-135A at 11-12 (2016) (declining to offset difference between

representative cost of storm costs included in base rates and actual level of costs where the

result would essentially be the establishment of reconciling base rategrary to

well-established policy). By including this amortization in base rates, rather than establishing

a reconciling mechanism in the Companyé6s prio
provide for any such special ratemaking treatmen€ompae D.P.U. 11-43, at 105107

(allowing inclusion of amortized deferred pension and PBOP expenses in base naids)

D.P.U. 09-39, at 219223 (approving tariff implementing fully reconciling adjustment

mechanism for pension and PBOP expenses outside bass)ailherefore, the Department

will not apply a credit as proposed by the Attorney General.

The Department has reviewed Aquarionds cos
and PBOP expense&kh. 2 (Rev. 3), Sch.5, 6). Based on our review, we fird that the
Companyb6s pension and PBOP deferrals were pru
However, the Department finds that the Company calculated its deferred PBOP costs for the
test year, 2017, and ten months of 2018 using a currently effectasmortization recovery of
$155,612, while the Department approved recovery of $156,612 in rates set during the
Companyo6s | DPU. Ir1-43 a 104. dlsedepartment finds that using a

benchmark of $156,612 reduces the test year deferral by $D,0he 2017 deferral by
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$1,000, and the 2018 deferral by $833. Summing the effect on the PBOP deferral subtotal
and dividing by the amortization period of four years, the Department determines that the
Companyods deferred amor tuedly870& n expense shoul

D. Chemical Expense

1. Introduction

The Company uses various chemicals for the treatment of water, including sodium
hypochlorite, sodium fluoride, sodium hexametaphosphate, sodium hydrgxael potassium
hydroxide Exhs. JAU at 4; 2 (Rev. 3), Sch. 8, at 2; RR-DPU-18). During the test year, the
Company booked $102,574 in chemical expense associated with its facilities, excluding the
Hingham/Hull WTP (Exhs. JAU at 4; 2 (Rev. 3), Sch. 8). The Company initially proposed
a reduction to test year leemical expense of $6,47xhs. JAU at 4; 2, Sch. 8, at 1). The
Company revised its proposed level of expense based on the most recent bid prices
(Exh. DPU 24-1(a), (b) & Atts. B, C; RR -DPU-18).*%° Incorporating these revisions, the
Company proposes an tmease to test year chemical expenses of $14,413 for a pro forma
expense of $116,987Hxhs. JAU at 4; 2 (Rev. 3), Sch. 8, at 1; DPU 24-1(b) & Att. D).

The Companyb6s proposed chemical expense exclu

WTP, which areaddressedn SectionXI.B.

100 In its revised filing, the Company alsaorrected the tesyear usage amount for the

chemical Gen Floc 726rom 125 pounds/gallongo 682 pounds/gallongExhs. 2
(Rev. 3), Sch.8, at 1; DPU 24-1(b) & Att. D).
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2. Positions of the Parties

The Company argues that it has demonstrated that it has implemented various
processes designed to ensure that the Company is able to procure the necessary chemicals at
competitive prices (Company Briedit 31). Specifically, the Company asserts that it requests
bids or quotes from chemical vendors on a yearly basis in an effort to procure the necessary
chemicals at the lowest cost, excluding certain chemicals that it uses in limited amounts
(Company Brié at 30-31, citing Exhs. SCO at17; JAU at 4; DPU 24-1; DPU 4-35;

DPU 4-36; RR-DPU-18; RR-DPU-19). The Company asserts that its proposed chemical

expense is based on the most recent and lowest bid received for the provision of chemicals in

2018, with the exception of those chemicals not subject to bid (Company Brief3at citing

Exhs. DPU 4-35; DPU 4-36; RR-DPU-18). The Company maintains that Aquarion has

implemented processes designed to ensure that the Company is able to procure the necessary
chemicalsat competitive prices and has taken steps to control chemical expense to the extent
possible given that market forces outside the
chemical costs (Company Brief é&1). No other party addressedhis issue on bief.

3. Analysis and Findings

Department precedent allows for the inclusion of chemical expense in cost of service
based on the test year amount of the chemicals used multiplied by the price per unit of the

chemicals. D.P.U. 11-43, at 108; D.P.U. 08-27, at 61; Wannacomet Water Company

D.P.U. 84-33, at 16 (1984). Proposed changes to test year revenues, expense, and rate base

require a finding that the adjustment constit
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year cost of service. D.P.U. 0827, at61; D.T.E. 0527, at 129; D.T.E. 02-24/25, at76.
A Aknownodo change means that the adjustment mu
change will occur based on the record evidenc®.P.U. 08-27, at61; D.T.E. 0527, at 129;
D.T.E. 02-24/25, at7 6 . A fimeasurabl eo change means t hat
adjustment must be quantifiable based on the record evidenbeP.U. 08-27, at 61;
D.T.E. 0527, at 129; D.T.E. 02-24/25, at76. In addition, to obtain an adjustment to test
year expense, a utilitymustdemonstrate that the proposed cost level is more representative
than that of the test year.D.P.U. 11-43, at 108; D.P.U. 08-27, at 61.
The Company experienced a petst year increase in the cost of chemicaBxhs. 2
(Rev. 3), S. 8; DPU 24-1; RR-DPU-18). The Company submitted sufficient evidence of
this increase, including invoices from suppliers, vendor bids, and the accepted bid prices
(Exh. DPU 24-1, Atts. B & C). The Company also provided evidence of its efforts to
containi t s chemical costs, including the 1 mpl emen
allows vendors to submit bids electronically where previously the Company mailed invitations
to bid to suppliers Exh. DPU 24-1(a), Att. A; Tr. 4, at 684). Aquarion exphined that
mar ket forces beyond the Companyds control h a
Aquarion and water service companies in generRR-DPU-18; RR-DPU-19; Tr. 4, at 688).
Based on the record, the Department finds that the price changdéeceed in
Aguarionds chemical expense calculation const

year expense.D.P.U. 08-27, at 62; Milford Water Company D.P.U. 92-101, at42 (1992);

Oxford Water Company D.P.U. 86-172, at17 (1987). Therefore, the Dpartment accepts
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Agquarionods pr expeose ef 8116987 whictcreptesents an increase of $14,413
to test year expmse.

E. Purchased Power Expense

1. Introduction

During the test year, the Company booked $452,385in purchased power expense
for its facilities in Hingham, other than the Hingham/Hull WTP, and its Millbury and Oxford
facilities (Exhs. JAU at 5; 2 (Rev.), Sch.9)." Hi ngham Municipal Light P
provides service t o Hingham, @ Massaohysets Elécaic i | i t i es
Company (AMECo00) provides distribution servic
Oxford (Exhs. SCO at16; 2, Sch. 9).1% In its initial filing, the Company stated that it had
negotiated a lower generation ratelf electricity at its Milloury and Oxford facilities with
Constellation New Energy (AConstell athowno), r
(AkWho) from the test ye abBxhs.dAlUtaes; SCOat$602, 09460 t
Sch.9). The Companycalculated a purchased power expense of $264,317 based on the
lower generation rate and test year delivery rates using the combined test year usage of
2984k i | owat tasd 1(686/688aNh for its Milloury and Oxford facilities (Exh. 2,

Sch.9). Additionally, the Company proposed a purchased power expense for its

101 Minor discrepancies in any of the amounts appearing in this section are due to

rounding.

192 This expense does not include service received from the Hdlinicipal Light

Department.

193 Because HMLP is a municipal light department, thiqdarty energy procurement

services are not available (Exhs. SCO &6; 2, Sch. 9).
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nonHingham/Hull WTP facilities in Hingham of $180,370 based on its test year purchased

power expenselxh. 2, Sch. 9). Taken together, the Company proposed a total
nonHingham/HUll WTP purcas ed power expense for the Compal
and Oxford facilities of $444,687 and initially proposed to reduce its test year purchased

power expense by $7,377Hxhs. JAU at 5; 2, Sch. 9).

During the proceedings, the Company updated its purséd power expense to reflect
actual expenses incurred through October 2017, including updated MECo and Constellation
rates, as well as an HMLP price increase effective July 2017 Exh. 2 (Rev.), Sch.9).

The Company reported 2017 expen$¥sat these fadities of $422,590 and revised its
proposed adjustment to a reduction of $29,47Bxh. 2 (Rev.), Sch.9). The Company
subsequently proposed a further revision to its purchased power expense to $419,702 in its
final cost of service schedules filedimultare o us t o t h eply®rehbpsadopd s r

2018 change t &xhF2NRer 8)sSchrop'®es (

104 The Company provided updated cost information for January 2017 through October

2017 andused 2016 data for November and December (Exh(Rev.), Sch.9).

105 As addressedn Sectionl V. C. |, above, the Department gra
Motion to Strike. As a result, the invoicesand analysis included in Exhibit 2
(Rev. 3), Schedule 9 a not part of the record of this proceeding. However, because
t he Companyob6s final revision to 2,ts revenu
includes the proposed | evel of expense, fo
we will base any adjustmentsff of the final proposed amount of $419,702.
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2. Positions of the Parties

a. Attorney General

The Attorney Gener al argues that the Compa
power expense to refledhe Constellation contract for electricity consumed in Millbury and
Oxford does not capture al/l known and measur a
power expense (Attorney General Brief a4-15, citing Exh. AG-DJE-1, at 4). According to
the AttorneyGeneral, HMLP revised its rates effective Jul§, 2017, and, consequently, the
Companyb6s proposed cost of service should be
(Attorney General Brief at 1415, citing Exh. AG-DJE-1, at 4). The Attorney General notes
that the Companyds pro forma purchased power
HMLP rates in effect prior to July 1, 2017, and she points out that those rates are no longer
in effect (Attorney General Brief atl5). Therefore, the Attorney Generatontends that the
Companyo6s pro forma purchased power expense s
rates as of Julyl, 2017 because those are the rates that Aquarion will be billed when the
rates set in this proceeding will take effef (Attorney GeneraBrief at 15). The Attorney

General calculated pro forma purchased power expense by annualizing the HMLP rates

106 The Attorney General further argues that Aquarion mischaracterizes her argument

regarding the Companyds adjustments to pur
Reply at7). The Attorney General asses that the Company wrongly claims that she
recommend the Company reflect the actual purchased power expense for 2017, when

in fact she recommendthe purchased power expense be modified to annualize

HMLP 6 s r at e d, 2813 (AwofneyJsankergl Reply af).
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effective July 1, 2017, which results in a reduction of $106,883 to the pro forma test year

expense proposed by the Company in its Supplemken&stimony (Attorney General Brief

at 15). On this basis, the Attorney General concludes that the Department should reduce the
Companyb6s proposed purchased power exlpense by

b. Hingham and Hull

Hingham and Hull conted that based on their review of the record, they agree with
the Attorney General 6s positidlnHioghamtatdi s i ssue
Hull , therefore, argue that the Companyods pur

amount proposed byhe Attorney General (Hingham/Hull Brief aR1).

C. Company

The Company states that in an effort to control costs, it has entered into a contract
with Constellation to serve the Companyds el e
(Company Brief at31, citing Exh. SCO at16). Aquarion notes that competitive energy
procurement is not available in Hingham and Hull as both communities have municipal light
departments (Company Brief &1 n.13). The Company asserts that the use of competitive
electric supply hagprovided lower kWh power costs for the Company in Millbury and
Oxford over the past three years, yielding a reduction in electric costs of more than
five percent (Company Brief aB1). The Company claims that based on recent negotiations

with Constellaton, t he Companyés el ectric supply cost

” The Attorney Generalds proposed reducti on
associated with the Hingham/Hull WTP, which araddressed in Section XB&.



D.P.U. 17-90 Pagel60

rate of $0.08550 to the current rate of $0.09460 (Company Brief3i, citing Exhs. JAU

at5; AG 4-6). Moreover, Aquarion claims that it has adjusted the purchased power expense
from HMLP to reflect 2017 actual amounts (Company Brief 8@, citing Exhs. 2, Sch. 9;

AG 4-22).

In response to the arguments of the Attorney General and Hingham and Hull that the
Company incorporate its actual purchased power expense for 2017 in the cosénfice,
Aquarion counters that its updated revenue requirement demonstrates that the Company has
already incorporated its actual purchased power expense, including the changes associated
with Constellationds and HML P@&aempangBriefat82hanges,
citing Exhs. 2, Sch. 9; AG 4-6; AG 4-22; AG 6-6). The Company argues the Department
should find that the Company has appropriately calculated its purchase power expense to
include 2017 actual costs (Company Brief 3R).

3. Analysisand Findings

The Department typically includes a test year level of expenses in cost of service and
will adjust this level only for known and measurable change®.P.U. 17-107, at 104, citing

D.P.U. 11-01/D.P.U. 11-02, at 345; D.P.U. 07-71, at 120; Westen Massachusetts Electric

Company D.P.U. 87-260, at 75 (1988) A utility seeking an adjustment in test year electric
power expense must demonstrate that the proposed purchased power cost level is more
representative than that of the test year. D.T.ED/P.U. 06-53, at 12-13.

Aquarion initially proposed a purchased power expense of $264,317 for its Millbury

and Oxford facilities Exhs. JAU at 5; 2 (Rev. 3), Sch. 9). During the course of the
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proceeding, the Company revised its proposed purchased poexgense to reflect the
Companyb6s combined usage for the tWédnde mont h
1,311,965kWh (Exhs. 2 (Rev.), Sch. 9, at 2; JAU at 5; AG 4-6, Att. A, at 6).
The Companyb6s test year wusagewasdIB8ikwt s Mi | |
and 1,686,684 kwWh Exh. 2, Sch. 9, at 2). The Department finds no basis in the record to
conclude that 2017 usage levéi8 are more representative of costs going forward than the
test year levels €.9., a new plant coming online) Exhs. 2, Sch 9, at 2; AG 4-22, Att. A
atl) . Accordingly, the Department will establ
its Mill bury and Oxford facilities based on t
Aquarion proposes purchased power expense based on the 204 @@h7 rates in
effect for the twelve months ending October 201Exh. 2 (Rev.), Sch.9, at 2). Pursuant to
Aguariond6s contract with Constell a20i7eon, i ts g
$0.09960 per kWh Exh. AG 4-6, Att. A,at 6 ) . M E Cevydages charded to the
Company have also changed sinfeq u a r initiahfiing ( Exh. AG 4-22, Att. A, at 1).
We find that these rate changes represent a Kk
test year level of expense and that, as a result,evél of purchased power expense based on
those rates Iis more representative of the Com
than a level of expense based on the rates in effect during the test yeaeeD.T.E. 05-27,

at194; D.P.U. 86-172, at15-16; D.P.U. 84-33, at 66.

108 Additionally, the record contains only ten months of 2017 usage information for the

C o mp a n jbarg and/Oxford facilities (Exh. 2 (Rev. 3), Sch. 9, at 2).
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Application of the rates in effectas of Decemb& 0 17 t o t he Companyads
power usage produces a purchased power expens
Oxford facilities of $294,878 Exhs. 2, Sch. 9, at 2; AG 4-6, Att. A at 6).

For its nonHingham/Hull WTP facilities in Hingham, the Company initially proposed
a purchased power expense of $180,3Xxf. 2, Sch. 9). During the course of the
proceeding, the Company revised its proposed purchase power expengedoporate a
change in rates effective July, 2017 and t he Companyé6és combined us
months ending October 2017 of 1,595 kW and 1,169,814 kWBxhs. 2 (Rev.), Sch. 9, at 3;

AG 4-22, Att. A at 2; Hingham Municipal Light Plant, M.D.P.U. Nos. 88, 89, 90).

Specifically, the Company calculated its revised proposed level of expense based on its usage

for the twelve months ending October 2017, based on the effective rate in each month

(Exhs. 2 (Rev.), Sch.9; AG 4-22, Att. A at 2). The Company sibsequently revised its
purchased power expense to include a change t
schedul es fil ed si mureplyariefdkxiu 2 (Revad), ch.8). ABAompany 6 s
addressed irSectionlV.C., above, theDepartmentgraned t he Attorney Gener
strike information and analysis contained in revised Schedule 9. As a result, the record

contains only monthly customer counts and usage for the test year and through October 2017,

as wel |l as HML P adaring tlee test geariamd asof Jule I 2017a s

The Companyds test ye a+Hinghamtull WT®e thcilittesiage f or
Hingham was 1,227 kW and 1,295,271 kWHExh. 2, Sch. 9, at 3). The Department finds

that there is no basis to conclude that 20 usage levels were more representative of usage
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going forward than the test yearHxhs. 2, Sch. 9, at 3; AG 4-22, Att. A at 2).%°
Accordingly, the Department wil/ establish Aqg
nonHingham/Hull WTP facilities in Hinghamb ased on t he Companyo6s tes
usage of 1,227 kW and 1,295,271 kWhExh. 2, Sch. 9, at 3).
Aquarion proposes a purchased power expense based on the rates in effect for the
twelve months ending October 2017 (eightonths at the rates in effeafuring the test year
and four months at the rate effective Jully, 2017) (Exh. 2(Rev. 2), Sch. 9). The record
demonstrates a change in the rate charged to Aquarion effective dJul017, from the rate
in effect during the test yearfExh. AG 4-6, Att. A at6). The Department finds that
applying the rate effective JulyL, 2017, is supported by the record evidence and produces a
more representative level of purchased power expense going forward than the test y&ee.

D.T.E./D.P.U. 06-53, at 12-13; AssabéWater Company D.P.U. 9592, at 22 (1996).

Application of the rates effective Julyl, 2017, including theprompt payment discount of
tetnpercent, to the Companyds test year combi nedc
kWh produces a purchased powerx pens e associ at ed -HwngharivHutl he Com
WTP facilities in Hingham of $142,082 Exhs. 2, Sch. 9, at 3; AG 4-22, Att. A at 2; Sch.

DJE-2).

199 Further, the record contains only ten months of 2017 consumption and demand

i nformation for the CompZ2aRey.8)sSciH9, &agham f aci
Moreover, some of the 2017daa i s di storted by a billing
Free Street location (EXhAG 4-22, Att. B at 1-2).
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Based on the foregoing analysis, the Depar
nonHingham/Hull WTP purchased poer expensés $436,959, whichis $15,106 less than
t he Co mp an ydéndinghargHull WTPE purchased power expense of $452,065.
Aquarion proposed a reduction of $32,36Exkh. 2 (Rev. 3), Sch. 2, at 1). Accordingly, the

110 f

Department increasesthe Compy 6 s proposed cost~— o service by

F. Purchased Water

1. Introduction

During the test year the Company booked $496,922 in purchased water expense from
the City of Wor cExbst2gRev.B8)iSd 18;AE 8-84eAtt.0A), at (3).
Aquarion purdases water to supplement the capability of its own wells in Millbury to meet
the demand of its single G4 customer, Wheel ab
(Exh. DPU 13-1; RR-DPU-20, Att. A). The Company proposes a reduction of $260,508 for
a pro forma expense of $236,414 based on an anticipated reduction in its need to purchase
water (Exhs. JAU at 5; 2 (Rev. 3), Sch. 18, DPU 7-20). Aquarion calculated this
adjustment by estimating its annual purchased water needs based on a historical average
adjused to take into consideration improvements in well efficiency, and then multiplying this
amount by Wo ntecate 9ft3293 pes CGF Exhs. 2(Rev. 3), Sch. 18;

DPU 1915, Att. A at2; AG 4-24; DPU 7-20).

10 ($15,106)i ($32,363) = $17,257.
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2. Positiors of the Parties

The Company reports that it purchases water from Worcester to help provide adequate
service to Wheelabrator (Comparrief at 29). Aquarion contends that it is currently better
optimizing its wells, which should lead to it needing to purchase less watethe future
(CompanyBrief at 29). The Company asserts that its calculation of anticipated demand is an
appropriate means of determining a representative level of purchased water expense for
inclusion in rates (Companyrief at 30). No other party addresed this issue on brief.

3. Analysis and Findings

The Department typically includes a test year level of expenses in cost of service and
will adjust this level only for known and measurable change®f.P.U. 17-107, at 104, citing
D.P.U. 11-01/D.P.U. 11-02, a 345; D.P.U. 07-71, at 120; D.P.U. 87-260, at75. In this
regard, the Department has consistently held that there are three classes of expenses that are
recoverable through base rates: (1) annually recurring expensespg)odically recurring
expensesand (3) nonrecurring extraordinary expensés: D.P.U. 17-107, at104-105, citing

D.P.U. 11-01/D.P.U. 11-02, at 345; Fitchburg Gas and Electric Light Company

D.T.E. 9851, at 35(1998) D.P.U. 95118, at121-122; D.P.U. 1270/1414, at32-33.
In order to determine whether the purchased water expense should be included in the

Companyods cost of service, the Department mus

11 Ininstances where an expense is periodically recurring or A@urring but

extraordinary in naturethe amaunt maybe amortizedover an appropriate time
period. D.P.U. 1270/1414, at33; seealsoD.P.U. 89-114/90331/91-80 (Phase One)
at 152; D.P.U. 88-250, at65-67.
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recurring expense. The Department has stated that test year expenses, which recur on an
annual fasis, are eligible for full inclusion in cost of service unless the record supports a
finding that the level of the expense in the test year is abnormd.P.U. 10-114, at 250;
D.P.U. 1270/1414, at33. If a finding is made that the test year expense is abnormal, it is
necessary to normalize the expense to reflect the amount that is likely to recur on a normal
annual basis.D.P.U. 10-114, at250; D.P.U. 1270/1414, at33. Normalizationof an
expense is not intended to ensure doHfar-dollar recovery of a particular expense, but rather
is intended to recover a representative annual level of the expense through rates.

D.P.U. 07-71, at 103.

The record demonst r aateeparchadesafrom WdrcesteCanerap any 0 s
recurring expense andherefore s houl d be i ncluded in the Compa
(Exhs. DPU 7-19; DPU 14-12; DPU 17-8). During the test year, the Company purchased
116,500 CCF of water from Worcester, which was agnificantly larger quantity than in
previous years Exhs. DPU 7-19; DPU 17-8; DPU 14-9; DPU 19-15, Att. A; RR-DPU-20,

Att. A). Specifically, in 2008, 2009, 2010, 2015, and 2017 Aquarion purchased
29,280CCF, 1,385 CCF, 45,422 CCF, 75,000 CCF, and 69,30CCF of water from
Worcester, respectivelyfxhs. DPU 7-19; DPU 17-8; DPU 19-15, Att. A).**? Based on this
information, the Department finds that the level of the expense in the test year is abnormal.

Accordingly, the Department determines it is approprigteo nor mal i ze t he Comp

112 The Department excludes from this analysis the years 2011 through 2014 because, due

toabrk en meter, the Companyds water purchase
this time (Exh. DPU 19-15, Att. A at2; Tr. 4, at 663).
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purchased water expense to reflect the amount that is likely to recur on a normal annual
basis. D.P.U. 10-114, at250; D.P.U. 1270/1414, at33.

Aquarion proposes to base its purchased water expense on its historical usage and
anticipated water production efficienciegxhs. JAU at 5; AG 4-24; DPU 19-15, Att. A at 2;
DPU 7-20; RR-DPU-20, Att. A). Specifically, the Company used historical monthly
averages between 2008 and 2016 to deteedsmi ne t
(Exh. DPU 1915, Att. A at 2; RR-DPU-20, Att. A; Tr. 4, at 666). The Company then
decreased its purchased water needs by four MG per year to account for anticipated better
optimization of its wells Exhs. JAU at 5; DPU 1915, Att. A at 2; RR-DPU-20, Att. A,
Tr. 4, at 668:669).M* The Company multiplied the resulting amouritg., 60,156 CCF) by
the most recent rate of $3.93 per CCF to derive its purchased water expense, $236,414)
(Exhs. JAU at5; 2 (Rev. 3), Sch. 18; AG 4-24).

In determiningits historical usage, the Company relied upon monthly averages
between 2008 and August 2016, excluding those months from Septer@béd through
May 2014 when the meter measuring the amount of water purchased from Worcester was
impaired Exh. DPU 19-15 & Att. A at2; Tr. 4, at 663). However, the Department will
instead rely on the most recent five years of complete annual data on the recoed, 009,
2010, 2015, 2016, and 2017)Exhs. DPU 7-19; DPU 19-15, Att. A). Rather than include
partial year datathe Department excludes from its analysis purchased water amounts in years

2011 through 2014Exh. DPU 19-15 & Att. A at2; Tr. 4, at 663). See e.qg.,

113 Four MG is approximately 5,347 CCF (4MG*1,336.8056 CCHMG=5,347 CCF).
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D.P.U. 1580/D.P.U. 1581, at 141-143; D.P.U. 09-39, at 146:149. The Department
calculates anormalized annual purchased water amount of 61,521 CCF, which results in an
annual purchased water expense of $241,779 (61,822F * $3.93/CCF = $241,779), or a
reduction of $255,143 from the test year ($496,9226241,779 = $255,143)
(Exhs. DPU 7-19; DPU 17-8; AG 3-34, Att. A at 13; AG 4-24).'*
The Companyo6s proposed | evel of purchased
adjustment based on anticipated improvements in well efficienéxhs. 2 (Rev. 3), Sch. 18;
DPU 1915, Att. A at2; AG 4-24; DPU 7-20). However, Aquarion did not provide
evidence supporting the expected efficiencies aad a result we find that such adjustment is
neither known nor measureabl e. Above, the De
normalized annual purchased water expense24$,779, which is a $255,143 reduction to
the test year purchased water expense. Aquarion proposed $236,414 in normalized annual
purchased water expense, which represented a $260,508 reduction to the test year purchased
water expenseExhs. JAU at 5; 2 (Rev. 3), Sch. 18). Accordingly, the Department
increases the Companyds proposeds5443st of serv

$5,365).

114 The average amount of purchased water, 61,521 CG#as derived by adding the

purchased water amounts from 2009, 2010, 2015, 2016, and 201&. (1,385 CCF,
45,422 CCF, 75,000 CCF, 116,500CCF, and 69,300CCF, respectively), and
dividing the result by five (Exhs.DPU 7-19; DPU 17-8).
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G. Rate Case Expense

1. Introduction

In its initial filing, Aquarion estimated that it would incur approximately $393,00
rate case expensdkh. 2, Sch.1 0 ) . The Companyo6s estimated r a
$233,000 for |l egal fees, $60, 000 for a cost o
services (ACOSS serviceso), aninofréaverle 000 f or
requirement testimony and exhibit€khs. MLR at 3-4; 2, Sch. 10). Aquarion proposes to
recover rate case expenses totaling $571,641, including following: (1) $316,910in legal
fees; (2)$81,119in COSS services; (3}114,238in affili ate services related to the
preparation and presentation of revenue requirement testimony and exhibits$Z8)894in
miscellaneous expenses;and )3 3, 480 f or the Attorney Gener al
(Exh. 2 (Rev. 3), Sch. 10). The Company submitted invoicein support of its proposed rate
case expenses in response to an information request and with its reply Bttef.

The Company issued requests for proposal s
COSS services and ultimately hired firms based on those RPshs. TMD, at 9; DPU 5-1).
During the proceeding, the Company retained a different firm to provide legal representation

for the remainder of the proceeding without undergoing a second competitive bidding process

115 Aquarion submitéd rate case expense invoices in response to information request

DPU 5-13, and it subsequently refiled corrected redactioimsaccordance with the
Hearing Officerdés Ruling on Aquarionds Mot
(Tr. at10-12). Citations to DPU5-13, Att. A, herein refer to the corrected version

of Attachment A filed on July 9, 2018. On August 10, 2018, the Company filed

additional invoices relating to rate case expenses with its reply brief, hereafter cited as

DPU 5-13, Att. A (Supp.).
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(Exhs. DPU 19-5; DPU 199, Att. A; Tr. 2, at 307-309). Aquarion used employees of its

affiliate, Aquarion-CT, to prepare and present testimony and discovery responses

(Exhs. DPU 5-5; DPU 5-9; DPU 5-13). Aquarion is seeking to recover its proposed rate

case expense over a fivgear period based mthe average interval between its last five rate

cases Exhs. MLR at 4; 2 (Rev. 3), Sch.1 0 ) . Nor mali zing the Compan
case expense of $571,641 over five years produces $114,328 in rate case expense

(Exh. 2 (Rev. 3), Sch. 10).

2. Positions ofthe Parties*®

a. Attorney General

i Selection Process for Outside Consultants

The Attorney General did not present arguments on brief relating to the RFPs or the
Companyb6s selection of outside consultants.
representatiorduring the proceeding, however, the Attorney General maintains the decision
to forego a competitive bidding process is problematic (Attorney General BrieRatn.5).

The Attorney General argues that the Company should have issued a secondary RFP or
soliated renewed bids under the original RF#® provide transparency in the selection of
outside services antb compare the cost of the new firm against contemporaneous bids rather
than rely on potentially outdated bidgAttorney General Brief at22 n.5). The Attorney

General requests that the Department provide guidance on the process companies should

116 Hinghamand Hull did not present specific arguments on brief relating to rate case

expense but adopted the arguments of the Attorney Gendtahgham/Hull Reply
at 2).
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employ should they wish to replace an outside consultant during the course of a base

distribution rate proceeding (Attorney General Brief 22 n.5).

. Cost Gontainment Measures and Supporting
Documentation for Proposed Expenses

The Attorney General contends that Aquarion has failed to justify full recovery of its
rate case expenses (Attorney General Briefz#). Specifically, the Attorney General raises
conernsaboutCOSS services (Attorney General Brief 22). The Attorney General argues
that the Company failed to adequately control its costs for COSS services (Attorney General
Briefat2 3) . The Attorney Gener al asspenset s t hat wh
estimated the cost at $46,500, the Companyds
$60,000andit providedno explanation regarding the difference (Attorney General Brief
at 23, citing Exhs. DPU 5-2, Att. C; DPU 19-8, Att. A; Attorney GeneralReply at11).**’
The Attorney General claims that throughout the proceeding the cost overrun continued to
increase without an explanation from the Compargespite representations that the
consul tantds work on a COSS f oedudethetot€floomp any 6 s
required for COSS services in the present cageqd., as of June 18, 2018, the expense for the
consultant was $75,699,or6@p er cent mor e than the consultant
General Brief at23, citing Exhs. 2 (Rev. 2), Sch.10; DPU 5-2, Att. C at 15; DPU 5-4,

Att. A at 2; DPU 5-12, Att. A; DPU 198, Att. A).

17 The consultantds response to the RFP has b
disclosure Ir. at8 ) . However, the Company subsequen
original estimate available in the public domain (Company Brief28).
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The Attorney Gener al argues that the Depar
case expense for COSS services to thesteonsul't
burden of demonstratinghat its selection of service providers was prudent and appropriate
and Aquarion has failed to provide any justification for the cost overrun (Attorney General
Brief at 23-24; Attorney General Reply al0-11). The Attorney General contends that the
Companyo6s vague assertions fail to satisfy th
demonstratinghatthe Company did more to contain rate case expense, such as accepting a
fee proposal with costontrol features, the Department shialinot allow the Company to
recover expenses for COSS services in excess of the original estimate (Attorney General
Reply at10-11). Lastly, the Attorney General argues that the Company should receive only
those rate case expenses for which it has provddevoices (Attorney General Reply at0
n.4). The Attorney General notes that as of the date of her initial brief, Augu3t 2018,

Aquarion had not submitted invoices for rate case expenses since DeceBhe&2017

(Attorney General Brief atl0 n.4).

b. Company

i Selection Process for Outside Consultants

Aquarion states that it issued RFPs for legal services and for COSS services in
November2016 (Company Brief a5, citing Exhs. TMD at 9; DPU 5-1). The Company
asserts that the bids were reviewed by managetreamd summarized according to the
following criteria: (1) water rate case experience in Massachusetts;d®)er relevant case

experience; (3key attorneys and billing rates; (4dther relevant rates and pricing; (Sull
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cost estimate; and (6pther misellaneous considerations (Company Brief28, citing

Exhs. DPU 5-3; DPU 5-4). Regarding the selection of the COSS consultant, the Company
maintains that although the selected firm was the second lowest bid, the Company selected

the firm because ofts extensive experience in the water industry and experience with

Aquarion specifically (Company Brief a26; Company Reply atLl6-17, citing

Exh. DPU 5-6). For legal services, the Company provides that it retained Keegan Werlin

LLP (fAKeegan WeerkOlhtaorgplaceits obigial kegallservices provider

(Company Brief at26). The Company alleges that it did not need to conduct another
competitive process to evaluate the reasonabl
had already conducted anF® for legal services and was, therefore, able to compare the

proposal to the rates provided under the original RFP (Company Brie&). The Company

argues that Keegan Werlin offered an hourly rate that was significantly lower than the rates
provided inthe bids received under the original RFP (Company Brief 28, citing

Exhs. DPU 5-2; DPU 195, DPU 19-9). Additionally, the Company alleges that it
considered the firmbés familiarity and experie
rate-case precedent (Company Brief @6, citing Tr. 2, at 308-309). The Company

maintains that a second RFP process would not have yielded a rate lower than that offered by

Keegan Werlin (Company Brief a6, citing Exh. DPU 9-5).1'8

8 Although the Compa n yDPs 95Sinsuppdrt ofchispans itis o E X h i
likely the Company intendd to cite to ExhibitDPU 19-5.
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il Cost Containment Measuresid Supporting
Documentation for Proposed Expenses

Aquarion argues that it undertook measures to control rate case expense in addition to
the RFP process (Company Brief &6; Company Reply atl6). The Company provides that
its use of employees from Aquaoin-CT limited the use of outside consultants and controlled
costs (Company Brief a26-27). The Company asserts that Aquarie@dT employees had
firsthand knowledge of the Companyds operatio
they took a lead role m drafting responses to information requests and preparing materials
filed in this case, limiting the need to rely on outside counsel and the COSS expert (Company
Brief at 27; Company Reply atl7). In addition, the Company maintains that the time
chargedfor rate case expense is less than the time these employees actually worked on the
proceeding because these employees are paid a base salary without overtime (Company Brief
at 27). Also, the Company argues that it consulted with other parties in an atterapavoid
unnecessary costs of accommodation and travel for the COSS expert to appear for evidentiary
hearings (Company Reply dt7, citing Tr. 2, at 227-228).

The Company contends that it has provided documentatiosupport rate case
expense in accordece with Department precedent (Company Brief2f). Aquarion alleges
that all invoices were thoroughly reviewed to ensure that the hours and expenses billed were
consistent with t hebaCsoarhamry 6esa cehx peeccrt sau li toanrst 6 s
arrangement, and Company interactions with the consultants throughout the proceeding
(Company Brief at27). Finally, the Company provides that the fivgear normalization

period is calculated consistent with Department precedent (Company Bri@f7at
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Aquarion claims that the Attorney Generain seeking to limit rate case expense for
the COSS expert to the original estimataftempts to hold the Company to a standard that is
not required by Department precedent (Company Replyld@). The Company asserts tha
there is no Department precedent that limits recovery of rate case expenses to an original
estimate unless it is a fixed fee, which was not the case here (Company RepB)at
Contrary to the Attorney Ge niteproddedanplegwdsncd i on,
thatthe proposed rate case expense is reasonable, appropriate, and prudently incurred and the
costs were carefully controlled though employee assistance and coordination (Company Reply
at17).

3. Analysis and Findings

a. Introduction

The Departmenallows recovery for rate case expense based on two important
considerations. First, the Department permits recovery of rate case expense that has actually
been incurred and, thus, is considered known and measuratileP.U. 10-114, at219-220;

D.P.U. 07-71, at99; D.T.E. 0527, at157; D.T.E. 9851, at61-62. Second, such expenses
must be reasonable, appropriate, and prudently incurred.P.U. 10-114, at 220;
D.P.U. 09-30, at 227; D.P.U. 95118, at115119.

The overall level of rate case expense among utilities has been, and remains, a matter
of concern for the Department.D.P.U. 10-114, at220; D.P.U. 07-71, at99; D.T.E. 03-40,
at147; D.T.E. 02-24/25, at192; D.P.U. 93-60, at 145. Rate case expense, likeny other

expenditure, is an area in which companies must seek to contain cofis?.U. 10-114,



D.P.U. 17-90 Pagel76

at 220; D.P.U. 07-71, at99; D.T.E. 03-40, at 147-148; D.T.E. 02-24/25, at 92;
D.P.U. 9650 (Phase 1) at79. Further, the Department has stated that rate easxpenses
may not be allowed in cost of service where such expenses are disproportionate to the relief

being sought. D.P.U. 10-114, at220; D.P.U. 10-55, at 323; seealso Barnstable Water

Company D.P.U. 93-223B at 16 (1994). Finally, all companies aren notice that the risk

of non-recovery of rate case expenses looms should they fail to sustain their burden to
demonstrate cost containment associated with their selection and retention of outside service
providers. D.P.U. 10-114, at220; D.P.U. 09-39, at 289-293; D.P.U. 09-30, at 238239;

D.T.E. 0340, at 152-154.

b. Outside Consultant Services

i Introduction

The Department has consistently emphasized the importance of competitive bidding
for outside services in a petitionerds over al
See e.qg., D.P.U. 10114, at221; D.P.U. 09-30, at 227; D.T.E. 0527, at 158-159;
D.T.E. 0340, at 148; D.T.E. 02-24/25, at192. If a petitioner elects to secure outside
services for rate case expense, it must engage in a competitive bidding process for these
services. D.P.U. 10-114, at221; D.P.U. 09-30, at227; D.P.U. 07-71, at 99-100, 101;
D.T.E. 0340, at 153. In all but the most unusual of circumstances, it is reasonable to
expect that a company can comply with the competitive bidding requiremebtP.U. 10-55,
at 342. The Department fully expects that competitive bidding for outsitse case services,

including legal services, will be the norm.D.P.U. 10-55, at 342. If a company decides to
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forgo the competitive bidding process, the company must provide an adequate justification for
its decision to do so. D.T.E. 01-56, at 76; D.T.E. 9851, at 59-60; D.P.U. 96-50 (Phasd)
at79.

The required submissiomf competitive big in a structured and organized process
serves several important purposes. First, the competitive bidding and qualification process
provides an essential, objective benchmatkevaluatethe reasonableness the cost of the
services sought.D.P.U. 10-114, at 221; D.P.U. 09-30, at 228229; D.P.U. 07-71, at 101;
D.T.E. 0340, at 152. Second, it keeps even a consultant with a stellar past performance
from taking the relationship with a company for grantedD.P.U. 10-114, at221,

D.P.U. 07-71, at 101; D.T.E. 03-40, at 152. Finally, a competitive solicitation process
serves as a means of cost containment for a compabyl .E. 03-40, at 152-153.

The competitive bidding process must be structured and objective, and basedon a
RFP process that is fair, open,r& transparent. SeeD.P.U. 10-114, at221; D.P.U. 09-30,
at227-228; D.P.U. 07-71, at 99-100; D.T.E. 03-40, at 153. The timing of the RFP process
should be appropriate to allow for a suitable field of potential service providers to provide
complete bidsand provide the company with sufficient time to evaluate the bids.
D.P.U. 10114, at221; D.P.U. 10-55, at 342-343. Further, the RFPs issued to solicit
service providers must clearly identify the scope of work to be performed and the criteria for
evaluaion. D.P.U. 10-114, at221-222; D.P.U. 10-55, at 343.

The Department does not seek to substitute its judgment for that of a petitioner in

determining which service provider may be

bes
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obtaining competitive bids does not mean that a company must necessarily retain the services
of the lowest bidder regardless of its qualificationsD.P.U. 10-114, at222; D.T.E. 03-40,

at 153. The need to contain rate case expense, however, should bemsxd a high priority

in the review of bids received for rate case workD.P.U. 10-114, at222; D.T.E. 03-40,

at 153. In seeking recovery of rate case expenses, companies must provide an adequate
justification and showing, with contemporaneous documeiotatthat their choice of outside
services is both reasonable and castective. D.P.U. 10-114, at222; D.T.E. 03-40, at 153.

il The RFP Process

The Company issued RFPs for legal services to five law firms and received two
responseskxhs. DPU 5-1; DPU 5-2, Att. A, Att. B; DPU 5-4). Also, the Company issued
RFPs for COSS services to three firms and received three respongatg. DPU 5-1;

DPU 5-2, Att. A, Att. C; DPU 5-4, Att. A). The RFPs set forth the scope of work to be

performed by the bidders, the irmfrmation sought from each bidder in response to each RFP,

and the price and noiprice criteria upon which each bid would be evaluateBxh. DPU 5-2,

Att. A). Although the Company did not use a formal scoring system in evaluating each

bi dder 6s areatedmo evauation matrix that sets forth the key criteria in the

evaluation process and how they were addressed in each propésdl.(DPU 5-4, Att. A).

The record demonstrates that, in evaluatiegch bid by using the evaluation matrix, the
Companyconsidered the criteria outlined in each RFP, as well as other important price and

non—price factors Exh. DPU 5-4, Att. A). Thus,we concl ude thidevaluatbmg uar i o

process was adequately structured to allow the Company to determine the capedjilit
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approach, and pricing offered by the responding COSS consultants and legal representatives

Il n addition, we determine that the Companyos
objective benchmark to measure the reasonableness of the costeofarious services

(Exh. DPU 5-4, Att. A). Based on these considerations, we conclude that the Company
conducted fair, open, and transparent RFP processes to generate bids from potential outside
consultants.

iii. Selection of Legal Services Providers

Initially, Aquarion retained RichMayP.C.as t he Companyds | egal r
through the RFP process described abo¥xfh. DPU 5-1). Aquarion reviewed the RFP
responses from | egal representatives amd cons
Massachusetts, other relevant case experience, key attorneys and billing rates, other relevant
rates and pricing, the full cost estimate, and other miscellaneous considerations
(Exhs. DPU 5-3; DPU 5-4, Att. A). In December 2017, the Company retainedd€gan
Werlin as the Companyb6és | egal representatives
(Exhs. DPU 19-5; DPU 199, Att. A; Tr. 2, at 307-309). Leading up to December,
representatives from Aquarion and Eversource discussed the possibility of retaining ateeg
Werl in while working together on tHK@& acquisit
(Tr. 2,at308) . These discussions were motivated b
representatives on base distribution rate proceedings before the Departmemiand ar i on 0 s
experience working with the firm on the acquisitionT¢. 2, at 308309). Ultimately, a fee

proposal was requested from Keegan Werlin, an
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with the rate of the existing legal service provider as well as tlo¢her rate submitted during
the RFP process described aboviexhs. DPU 5-2, Att. B; DPU 19-5; Tr. 2, at 308).
According to the Company, Aquarion did not conduct a competitive bidding process because
the rate offered by Keegan Werlin was significantly lowéhan the bids received under the
RFP, so a second RFP process was not expected to result in a proposal with a lower rate
(Exh. DPU 19-5; Tr. 2, at 308).

As a result of the acquisition, during this proceeding Aquarion found itself in the
uncommon circumstnce of working with two different law firms simultaneouslyT. 2,
at 308). As stated above, the Department will not substitute its judgment for that of the
petitioner in selecting an outside serwvsice
as Aquarion did when it determined its interests were best served by switching its legal
representatives.D.P.U. 10-114, at222; D.T.E. 03-40, at 153. The record demonstrates
that Aquarion made the decision to change its legal representation for thi€peding after
the Company was sure it could retain Keegan Werlin based on hourly rates that were
significantly lower than the rates offered under the competitive process conducted in
November2016 Exhs. DPU 5-2, Att. B; DPU 19-5; Tr. 2, at 308309). Accordingly, the
Department finds that the Company retained Keegan Werlin in consideration of important
non-price factors while alsoplacing a high priority on containing rate case expense
(Exhs. DPU 19-5; DPU 199, Att. A; Tr. 2, at 307-309). Further, the competitive process
conducted in November 2016 provided an objective benchmark for the reasonableness of the

rates offered by Keegan WerlinExhs. DPU 5-2, Att. B; DPU 199, Att. A). Consequently,

pr
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we find that the Company provided an adequate justificatifor retaining Keegan Werlin
without undergoing a second competitive bid process.

The Attorney General requests that the Departm@novide guidance on the process
companies should follow in the event that they seek to replace an outside consultamtglar
rate case proceeding (Attorney General Brief22 n.5). The recovery of expenses for
outside consultants used in the preparation and presentation of a base rate proceeding is
subject to our longstanding precedent, whether such a consultant is hpméat to or during
the course of the proceeding. This includes the expectation that companies will undergo a
competitive bidding process to retain outside consultants or provide an adequate justification
for not doing so. Instances where a company subges an outside service provider during a
proceeding are rare enough to warrabtepartmentevaluation of the facts and circumstances
on a caseby-case basis under our existing precedent.

C. Cost Containment Measures and Supporting Documentation for
ProposedExpenses

i Introduction

The Department has directed companies to provide all invoices for outside rate case
services that detail the number of hours billed, the billing rate, and the specific nature of the
services performed. D.P.U11-43, at 123124 (citaions omitted); D.P.U 08-27, at 71
(citations omitted). The Department previously has put all utility companies on notice that
failure to provide all invoices for outside rate case services could result in the disallowance of
all or a portion of rate caseexpenses.Seeg e.q., D.P.U 11-43, at 123124, D.P.U 08-27,

at 71-73; D.P.U. 1055, at 331; D.P.U. 09-39, at 293; D.T.E. 02-24/25, at193;
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D.T.E. 96-50 (Phasd) at 79. In this proceeding, the Department issued discovery

requesting that Aquarion submit @oing updates to the invoices and supporting documents

for rate case expenses. Specifically, on Janudy2018, the Department issued an

information request forthe following: (1) invoices and supporting documentation for the

testimony and exhibit prepation, legal representation, and COSS services incurred to date;

and (2) updated invoices and supporting documentation throughout the proceeding, with an

update filed at least one week prior to the start of the evidentiary hearings and a final update

proi ded no | ater t han teplydried(seeEsh. DPU513he Company 0
On Januaryl8, 2018, Aquarion submitted invoices and supporting documentation for

rate case expenses incurred before Decem®gy 2017, for its initial legal service

provider,'*® COSS services, Aquariol€T employees, and miscellaneous expenses such as

transcripts and postagesé¢eExh. DPU 5-13, Att. A). As noted by the Attorney General, the

Company did not provide updated invoices prior to the evidentiary hearings in response to

t he Department ds i nf o rlin2018i Aguarion sugmitedinvoicesfaddn A u g

Keegan Werlinbés | egal s elly201d,ghsough Augusiog201B; f r o m

COSS services performed between Ap#018 and Jun®018; and the Attorney@ ner al 6 s

consultants for work performed in May018 and Jun€018 Exh. DPU 5-13, Att. A

(Supp.). As aresult, the record contains no documentation supporting the costs for

AquarionCT empl oyees 6 wor k i n t h3l,2201p noirvaeesdr ng si n

119 The initial legal service provider last billed for services on Novemb8p, 2017

(Exh. DPU 5-13, Att. A at 43).
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the COSS expert between JuB017 and March2018; and no invoices for the Attorney

Gener al 6s ¢ ons u20i8&Enhs. OPWSFL3B, Att. A;DBU VI8, \Att. A

(Supp.)) As addressed below for each category of rate case expenses, without cetapl

invoices and supporting documentation the Department is unable to determine whether that
portion of the Companyds proposed rate case e
known and measurable, or reasonable, appropriate, or prudently incurred.

il Legd Representatives

The Company proposes to include a total of $316,910 in rate case expense related to
legal fees Exh. 2 (Rev. 3), Sch. 10, line 12).° The Department has reviewed the invoices
submitted by the Company from its legal representatiyeshich total $281,786
(Exhs. DPU 5-13, Att. A at 1-43; DPU 5-13, Att. A (Supp.) at1-62). First, we find that
the invoices provided are properly itemized for allowable expenses and represent expenses
that were actually incurred andthus, are known and measurabl(Exhs. DPU 5-13, Att. A
at 1-43; DPU 5-13, Att. A (Supp.) at1-62). Second, our review of the record indicates that
the legal fees and associated disbursements of $281,786 were reasonable, appropriate, and
prudently incurred Exhs. DPU 5-3; DPU 5-4, Att. A; DPU 5-5; DPU 5-9; DPU 5-13;

DPU 5-13, Att. A; DPU 5-13, Att. A (Supp.); DPU 19-5; DPU 199, Att. A; Tr. 2,
at 307-309). However, the Company did not submit invoices or supporting documentation

for the remaining $35,124 in proposed legal feeExhs. DPU 5-13, Att. A; DPU 5-13,

120 The Companyds total proposed |l egal fees ar
include an estimated & component for completion of the rate case beyond the
briefing period.
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Att. A (Supp.).*®* Absent supporting invoices, the Department is unable to determine
whether the remaining $35,124 in claimed legal fees were actually incurred,ahds known
and measurable, or reasonable, appropriatedgrudently incurred. Therefore, the
Department denies recovery of $35,124 in rate case expense associated with legal fees.

iii. COSS Services

The Company proposes to include $81,119 in rate case expenses as the final cost
associated with COSS serviceBxh. 2 (Rev. 3), Sch. 10, line 13). The Department has
reviewed the invoices submitted by the Company for COSS services totatié§,531
(Exhs. DPU 5-13, Att. A at 44-47; DPU 5-13, Att. A (Supp.) at63-64). We find that the
invoices provided are properly iteraed for allowable expenses and represent expenses that
were actually incurred andthus, are known and measurabl&xhs. DPU 5-13, Att. A
at44-47; DPU 5-13, Att. A (Supp.) at63-64). However, the Company did not submit
invoices or supporting documentatidor $15,588 of the proposed COSS services. Absent
supporting documentation, the Department is unable to determine whether the remaining
$15,588 in claimed expenses were actually incurred atitlis known and measurabl&?
Therefore, the Department denies recovery of $15,588 in rate case expense associated with
COSS services.

Next, the Department must determine whether the $65,531 in invoiced COSS services

were reasonable, appropriate, and prudently incurred. D.P11-43, at 117; D.P.U 08-27,

121 $316,910- $281,786 = $35,124

122 $81,119- $65,531 = $15,588
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at68; D.T.E. 0527, at 160-161. First, the Company solicited proposals for a COSS using a
competitive process and selected a firm based on its price estimate and its extensive
experience in the water industry and with Aquarion sp&cally (Exhs. DPU 5-4, Att. A,

DPU 5-6). Second, the Company made efforts to limit the use of the consultant and contain
COSS services costs by using employees from its Connecticut affiligddeh( DPU 5-9). In
addition, Aguar i on smnwives te @asude the hoars andaxpenséstbibked t 6
were consistent with Exh®OPUWolAp Eheaigvoices peoxigeed ct at i o
by Aquarion sufficiently detail the work performed by the consultant for the Department to
determine the work perforrad and hours billed are in line with what can reasonably be

expected from a COSS expert based on the size and scope of this proceeding

(Exhs. DPU 5-13, Att. A at 44-47; DPU 5-13, Att. A (Supp.) at63-64). Accordingly, the
Department finds that Aquarion twk reasonable action in its effort to contain costs

(Exhs. DPU 5-4, Att. A; DPU 5-6; DPU 5-9; DPU 5-13, Att. A at 44-47; DPU 5-13,

Att. A (Supp.) at63-64; DPU 5-14).

The Attorney Gener al argues that comparing
$46,500,he Companyds original estimate of $60, 000
subsequent increase in the invoiced amounts demonstrate that the Company failed to
adequately control COSS services (Attorney General BrieR8). The Attorney General
contends thathat the Company provided no explanation or justification for the cost overrun.
Nevertheless, we find that the Company provided adequate explanation for the increase in

costs. The invoices provided by the Company describe the specific work activity uhyeg
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the $65,531 in COSS services, including the following: (Preparation of the COSS,
testimony, computer models, and an estimate to perform a weather normalization study;
(2) data input; (3)correspondence; (4liscussions; (5)multiple revisions tothe COSS for
allocation adjustments; (6)irafting responses to information requests; and (7) travel to
Boston for an evidentiary hearingdxhs. DPU 5-13, Att. A at 44-47; DPU 5-13, Att. A
(Supp.) at63-64).
The Department has previously recognized thhetlevel of rate case expense is in
part dependent upon the degree of scrutiny a filing receiveB.P.U. 93-223B at 16. In
evaluating the known and measurable costs of
whether the expenses were reasonable, appropriate, and prudently incurredonsiderthe
various issues involved in this case and the amount and nature of disgoissued to
Aquarion. SeeD.P.U. 11-43,at1 2 6 . Based on the Companyds ptr
consultant, steps for containing and monitoring costs, the size and scope of the proceeding,
and the descriptions provi dwefindind $65358lenCGO8H s ul t a
services to be reasonable, appropriate, and prudently incurréghs. DPU 5-3; DPU 5-4,
Att. A; DPU 5-5; DPU 5-6; DPU 5-9; DPU 5-13, Att. A at 44-47; DPU 5-13, Att. A
(Supp.) at63-64; DPU 5-14). As a result, we decline to limt the rate case expenses
associated with COSS services to the expertods

General.
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2 Affiliate Services

Aquarion proposes to include a total of $114,238 in rate case expense related to work
performed by three Aquaon-CT employees in(1) responding to discovery requests and
(2) preparing and presenting the revenue requirement testimony and exhibits

(Exhs. 2 (Rev. 3), Sch. 10, line 11; DPU 5-5; DPU 5-9; DPU 5-13). Rate case expenses for

affiliate services bear an en higher level of scrutiny. Hingham Water Company

D.P.U. 88170, at21 (1989);D.P.U. 86-172, at25. Any payments by a utility to an
affiliate must be (1)for activities that specifically benefit the regulated utility and do not
duplicate services ali@dy provided by the utility, (2) made at a competitive and reasonable
price, and (3)allocated to the utility by a formula thats both costeffective and
nondiscriminatory. D.P.U. 88-170, at21-22; D.P.U. 85137, at51-52; seealso

D.P.U. 0827, at 72 & n.38.

The record demonstrates that these expenses are specific to services provided for this
rate case and do not duplicate services already provided by Aquarion or any of its affiliates
(Exhs. DPU 5-9; DPU 5-13). Further, the expenses represent only thwurs directly billed
by three employees of AquarieT, limited to eight hours per day, and do not include costs
for overhead, benefits, travel, meals, or lodginggxhs. DPU 5-9; DPU 5-13). The
Department has reviewed the supporting documentation, amdfwd that the Company
demonstrated that the expenses through Decen@igr2017 were (1)specifically related to
this rate case, (2not duplicative of services already provided by Aquarion, (Byovided at a

competitive and reasonable price, and (dilled to the Company based only on actual work
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performed, thus satisfying the requirement that expenses for affiliates be allocated to the
Company by a formula that is both costffective and nordiscriminatory Exhs. DPU 5-9;
DPU 5-13). D.P.U. 0827, at72 & n.38, 74; D.P.U. 88170, at21-22; D.P.U. 85137,

at 51-52.

The Company provided documentation of the hourly rates, hours worked, and work
activity performed by the AquariorCT employees through Decemb@&d, 2017, with a total
of $37,268 Exh. DPU 5-13). First, we find that the provided documentation represents
expenses that were actually incurred grithus, are known and measurable
(Exhs. DPU 5-13). Second, our review of the record indicates that the costs of $37,268
associated with services providdsy the AquariorCT employees were reasonable,
appropriate, and prudently incurredSee,e.g., D.T.E. 9851, at 59.

The Company did not, however, submit any documentation supporting the costs
related to the AquariorCT employees for services provided &it December31, 2017.
Accordingly, the Department is unable to determine whether the remaining $76,970 in
claimed expenses were actually incurred artdus known and measurable, or reasonable,
appropriate, and prudently incurre®® Therefore, the Departrant disallows recovery of
$76,970 in rate case expense associated with the services performed by the Aqu@fiion

employees. SeeD.P.U. 10-70, at 157.

123 $114,238- $37,268 = $76,970
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V. Attorney General Consultants

Pursuant to G.L.c. 12, § 11E(b), the Attorney General may retain experts or other
consultants to assist her in Department proceedings involving rates, charges, prices, and
tariffs of an electric, gas, generator, or transmission company subject to the Depame nt 6 s
jurisdiction. The cost of retaining such experts or consultants cannot exceed $150,000 per
proceeding, unless otherwise approved by the Department based upon exigent circumstances.
G.L. c. 12, 8 11E(b). All reasonable and proper expenses forckuexperts or consultants
are to be borne by the affected company and a
without further approval by the Department. G.Lc. 12, § 11E(b). The Department
approved the Attorney Ge nrsaralkohsultamsortthisanatteo f  r e t
on July 27, 2017. D.P.U. 17-90, StampApproved Notice of Retention of Experts and
Consultants (July27, 2017).

The Attorney General 6s consultants submitt
information requests, and tesiied at the evidentiary hearinggeeExhs. AG-DJE; AG-DJE-1
(Supp.); AG-JRW; AG-JRW-1 (Supp.); AWC-AGO 1-1 - AWC-AGO 1-12; DPU-AG 1-1;
DPU-AG 2-1; Tr. 4, at 604-634; Tr. 5, at 742764). The Company proposes to include
$33,480 i n At toosultarg gostsas part of its totalgate case expense
(Exh. 2 (Rev. 3), Sch. 10, line 14). The Department has reviewed the invoices submitted by
the Company from the Attorney General and determines the invoices total $2,520. We find
that the invoices povided represent expenses that were actually incurred and thus, are known

and measurableExh. DPU 5-13, Att. A (Supp.) at65-70). However, absent supporting
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invoices, the Department is unable to determine whether the remaining $30,960 in Attorney
Generh 6s consul tant cost sthugé&mowenasdmeaswaablEy i ncurr e
Therefore, the Department denies recovery of $30,960 in rate case expense associated with

the Attorney General 6s consul tants.

Vi, Miscellaneous Rate Case Expenses

The Company seekrecovery of $25,894 in miscellaneous rate case expenses that
include costs for postage and transcriptSxhs. 2 (Rev. 3), Sch. 10, line 15; DPU 19-8,
Att. A, lines4, 5). The Department has reviewed the invoices provided by Aquarion for
postage and trascripts totaling $13,729Exhs. DPU 5-13, Att. A at 48-51). Our review of
the record indicates that the miscellaneous rate case expenses of $13,729 were reasonable,
appropriate, and prudently incurrecexhs. DPU 5-13, Att. A at 48-51). However, the
Compay did not submit invoices or supporting documentation for the remaining $12,165 in
proposed miscellaneous rate case exper(§eds. DPU 5-13, Att. A; DPU 5-13, Att. A
(Supp.))*®® Absent supporting invoices, the Department is unable to determine whether th
remaining $12,165 in miscellaneous rate case expenses were actually incurrediaunsl
known and measurable, or reasonable, appropriate, and prudently incurred. Accordingly,

Aquariondés miscellaneous rate case expense Wwi

124 $33,480- $2,520 = $30,960

125 $25.894- $13,729 = $12,165
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d. Normdization of Rate Case Expense

Aquarion proposed to normalize its proposed rate case expense over ayias period
based on the average interval between its last five rate cagedhé. MLR at 4; 2 (Rev. 3),
Sch.10). The Department determines the apprage period for recovery of rate case
expense by taking the average of the interval
four rate cases, including the present case, rounded to the nearest whole number.
D.T.E. 0527, at163n.105; D.T.E. 0340, at 164 n.77;D.T.E. 02-24/25, at191. Based on
the average interval of its last four rate case filings, including the present case, the
Department finds that the appropriate normalization period for the Company is five years,
consistent with the Compay 6 s p PPoTheDepattment finds thathe application of this
method does not produce an unreasonably long normalization period andhieafacts of this
case do not warrant a departure from the Depa
matheméical formula. Accordingly, we will apply a normalization period of five years to
the Companyb6s rate case expense.

4. Conclusion

Based on the findings above, the Department finds that Aquarion may recover rate

case expense in the amount of $400,834, compdsé (1) $281,786 for legal fees;

126 Including the presentase Aquarion most recent rate case proceedings are

D.P.U 17-90, filed April 13, 2017; D.P.U 11-43, filed May 13, 2011; D.P.U. 08-27,
filed May 14, 2008; andD.T.E. 00-105, filed November16, 2000 The sum of the
intervals betweernheserate casesi(e., 5.9 years plus 3 years plus 7.%ears), divided

by three and rounded to the nearest whole number of years, results in a normalization
period of five years.
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(2) $65,531 for COSS services; (3$37,268 for affiliate services; (4)$2,520 for Attorney

General consultants; and (813,729 for miscellaneous rate case expenses. The Department
concludes that the correct level of noratized rate case expense is $80,16%&(, $400,834

divided by five years). Accordingly, because the Company has proposed an adjusted rate

case expense of $114,328, the Companyb6s propo
$34,161"%

H. SharedCorporate Expenre

1. Introduction

During the test year Aquarion was allocated a share of certain corporate expenses
from its parent company, Aquar i onrpar€hoMiup any, an
(Exhs. TMD at 18; 2 (Rev. 3), Sch. 12, at1). Charges from MUI included vaious internal
audit and tax fees, directors and officers insurance, corporate governance, and legal fees
(Exhs. 2 (Rev. 3), Sch. 12, at 1; DPU 2-1, Att. B). Charges from Aquarion Company
included such items as salaries and benefits, bank fees, externditt@nd consulting costs,
and building overheadExhs. TMD at 17-18; 2 (Rev. 3), Sch. 12). These corporate
expenses are all ocated uskxhsgTMD atd8; 5 Ravsd ac hus et

Sch. 12).*?® During the test year, the Company booked $115,184shared corporate

121 $114,328- $80,167 = $34,161

128 The Massachusetts Formula is a thrpart formula that use weighted cost average

ratios comparing gross revenues, plant, and payrdixh. TMD at 18).
D.P.U. 10114, at171n.127. Costs are then allocated to the regulated utilities based
on each wutil it kxb.9Mzanl 38t dheeegulatcd utilites receive
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expenselExhs. TMD at 17; 2 (Rev. 3), Sch. 12, at 1). Aquarion initially proposed a
decrease to test year shared corporate expense of $543, producing a proposddrpra
expense of $114,641 based on an overall allocation rate of 8ggfcent Exhs. TMD at 18;
2,Sch.12, at1; DPU 8-1).

On November 17, 2017, the Department approved a change in control of Aquarion
Company and its subsidiaries, including the Company, from MUI to Eversource.

D.P.U. 17-115, at75. The change in contrbtook place on December 4, 2017

(Exhs. AG 9-5, Att. A; AG 8-3, Atts. A, B, C). After the close of that transaction,
Eversource became the holding company and sole stockholder of MUI, which was renamed
Eversource Aquarion Holdings, Inc., and it remainetthe holding company of the Aquarion
subsidiaries, including the Companykhs. AG 3-98; AG 8-3, Atts. A&B). Seealso

D.P.U. 17-115, at6.

During the course of this proceeding, the Company proposed to further reduce its
corporate services expense. Sphcally, it seeks a $3,000 reduction to incorporate the
estimated annual savings that would result from the change in control to Eversource,
producing a pro forma corporate expense of $111,648xp. 2 (Rev. 3), Sch. 12, at 1).

2. Positions of the Parties

The Company argues that its arrangement with Aquarion Company allowed it to avoid

the costs of standilone financial audits, tax preparation, accounting, and pension

98.7 percent of the total corporate costs, of which 8.68rcent is allocated to
Aquarion, resulting in an overall allocation 08.57 percent Exh. TMD at 18).
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management and advisory services (Company Briefl&t17, citing Exh. TMD at 17). The
Companymaintains that the services received from MUI and Aquarion Company during the
test year were governed by service agreements (Company Brigfatciting Exhs. DPU 2-1,;
AG 3-26). It argues that, under these agreements, costs that can be identified anldisixely
related to the Company are directly charged to the Company, and the remaining costs are
allocated to the Company based on the Massachusetts Formula, which was used and reviewed
in D.P.U. 11-43 (Company Brief atl7-18, citing Exhs. TMD at 18; 2, Sch. 12; DPU 2-5).
Aquarion maintains that following the acquisition by Eversource, the services formerly
provided by MUI will be provided by Eversource (Company Brief &9 n.10).

The Company argues that its service company charges are reasonable apdrpro
all ocated consistent with the Departmentds st
costs directly charged or allocated to the Company are for activities that specifically benefit
the Company in providing service to its customers and that dd daplicate services already
provided by Company personnel (Company Brief at 19). In addition, it notes that the
services provided to the Company encompass professional and technical services that are
provided most coseffectively on a shared basis acr@she Aquarion operating companies and
do not overlap with services provided by Company personnel, as the Company does not have
employees who perform these functions (Company Brief at t&ing Exh. AG 3-26). The
Company argues that its allocation methadinon-discriminatory, and the Department should,
therefore, approve the proposed level of corporate service expenses (Company Brief

at 19-20). No other party addressed shared corporate expense on brief.
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3. Analysis and Findings

The Department typically inludes a test year level of expenses in cost of service and
will adjust this level only for known and measurable changeSeeD.P.U. 12-86, at 213;
D.P.U. 11-01/D.P.U. 11-02, at 345;D.P.U. 07-71, at 120. To qualify for inclusion in
rates, payments by Aquarion for services provided by Aquarion Company and MUI are
examined under the affiliate transaction standar®.P.U. 88-170, at21-22; D.P.U. 85137,
at51-52. The Department permits recovgrof payments to affiliates where these payments
are (1) for services that specifically benefit the regulated utility and that do not duplicate
services already provided by the utility; (2) made at a competitive and reasonable price; and
(3) allocated to he utility by a method that is both cosgffective in application and
nondiscriminatory, for those services specifically rendered to the utility by the affiliate and
for general services that may be allocated by the affiliate to all operating affiliates.
D.P.U. 15155, at270-271, citing D.P.U. 13-75, at 184; D.P.U. 12-25, at 231.
During the test year, the Company received from Aquarion Company and MUI
certain resources and services pursuant to se
Agreement 06 aetheiMUb Agspectively, and togethe
(Exhs. TMD at 17; 2 (Rev. 3), Sch. 12; AG 3-26, Atts. A, B). The corporate services costs
allocated to the Company during the test year pursuant to the Service Agreements include the
following: (1) fees from MUI for internal audit services, tax preparation and financial audit

services, and minimal legal services; and (2) charges from Aquarion Company consisting of
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salaries and benefits, audit and consulting costs, bank fees, legal fees and oth&s'Tos
(Exhs. TMD at 17-18; 2 (Rev. 3) Sch. 12; DPU 2-3; DPU 2-7; DPU 2-8; AG 3-90;
AG 3-96; AG 3-97). The corporate services provided by Aquarion Company and MUI relate
primarily financial and accounting services (including internal and external audit all a&
tax preparation), and other professional servicdsxps. TMD at 17; 2 (Rev. 3), Sch. 12;
DPU 2-7; DPU 2-8). Aquarion as an affiliate is required to participate in the preparation of
consolidated tax returns and internal audit®.P.U. 11-43, at 139, Additionally, Aquarion
does not have its own dedicated, fulime corporate officers and employees who perform
these tasksExhs. TMD at 17; DPU 2-7; DPU 2-8; AG 4-12; AG 3-98). Therefore, we find
that those activities specifically benefit Aquarion arlkdere is no overlap in the services
Aquarion Company and MUI charged to the Company during the test yeaxtj. TMD
at17). D.P.U. 15155, at271-272.

The Service Agreements provide that the Company may be charged for the costs of
services providedjncluding direct and allocated cost&kh. AG 3-26, Att. Aat 11-12,
Att. B at 3-4). In reviewing allocated costs, we note that we previously disallowed a
management fee that simply constituted a pro rata portion of MUI personnel costs and other
expenseshat did not delineate tasks or functions as specifically benefitting Aquarion.
D.P.U 11-43, at 138. In the instant matter, however, the Company seeks recovery only of

costs allocated to the Company based on directly incurred costs and actual cost délioe

129 Certain costs, including payroll and benefit allocation, are addressed in

SectionVIIl. J., below.
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and related overheads associated with the actual time spexrhg. TMD at 18; 2 (Rev. 3),
Sch. 12; DPU 2-8). SeeD.P.U. 11-43, at 139140; D.P.U. 17-115, at64. The Company
also provided documentation of its assessment of the reasonableness tfitbeparty
expenses provided through MUI, including the contracts for internal audit services from
KPMG LLP, tax preparation and financial audit services from PricewaterhouseCoopers LLP,
and policies for directors and officers insuranc&xhs. TMD at 18; 2 (Rev. 3), Sch. 12;
DPU 2-8 & Atts. A, B; DPU 2-6, Att. H). Based on the record, we find that these
corporate charges are at a competitive and reasonable price.

Using the Massachusetts Formula, the Company proposes an overall allocation of
8.57 percen to the Company Exh. TMD at 18). The Department has previously relied on
the Massachusetts Formula to allocate similar
prior rate case. D.P.U. 11-43, at 139; D.P.U. 11-01/D.P.U. 11-02, at 320; D.P.U. 10-114,

at187; D.P.U. 08-27, at 85 n.47; Eastern Edison Compamp.P.U. 1130, at29-31 (1982)

Here, where payments were (1) based on directly incurred costs and actual cost of the labor
and related overheads associated with the actual time spexih( AG 3-26, Att. A at 11-12)
or (2) based on time spent or allocated cost of those personieih. AG 3-26, Att. B at 3),
we find that the allocation formula is cosgffective and nordiscriminatory. See
D.P.U. 17-115, at 64, D.P.U. 11-43, at 139-140

Based on the foregoing, we conclude that the costs allocated for shared corporate
services during the test year were (1) for services that specifically benefit the regulated utility

and that do not duplicate services already provided by the utility; (2) desat a competitive



D.P.U. 17-90 Pagel98

and reasonable price; and (3) allocated to the utility by a method that is both -@fictive in
application and nondiscriminatory, for those services specifically rendered to the utility by the
affiliate and for general services thahay be allocated by the affiliate to all operating
affiliates. D.P.U. 15155, at2702 7 1 . We, therefore, find that
expense of $114,641 based on an overall allocation rate of 8dgfcent satisfies the
Depart ment 0 sctianstandardi DaPtUe 881170,aat2%22; D.P.U. 85137,
at 51-52.

As addressed above, after the acquisition, Eversource became the holding company
and sole stockholder of MUI, which was renamed Eversource Aquarion Holdings, Inc., and
remained the holdig company of the Aquarion subsidiaries, including the Company
(Exhs. AG 3-98; AG 8-3, Atts. A & B). SeealsoD.P.U. 17-115, at6. As a result, the
services previously provided by MUI are now provided by Eversourdexhs. DPU 3-2;
AG 9-3). The Company aditionally proposes to reduce the test year expense based on the
Depart ment 6s D.W e7-1h5, thad the Company would realize $3,000 in
corporate expense savings resulting from Eversource providing these services after
acquisition Exhs. 2 (Rev. 3), Sch. 3; AG 2-1, Att. A at3). D.P.U. 17-115, at31-32. The
Department finds that it is appropriate to in
corporate expense included in its cost of servidexhs. 2 (Rev. 3), Sch. 12; AG 2-1, Att. A
at 3).

The Department, therefore, calculates the pro forma amount of corporate expenses is

$111,641, based on the test year expense of $
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initial $543 adjustment and $3,000 in identified acquisition savingsfis 2 (Rev. 3), Sch. 3;

AG 2-1, Att. A at3) . Accordingly, the Department acce|]
adjustment of negative $3,543 resulting in a total of $111,641 in shared corporate expenses

included in the cost of service.

l. Shared Services and Commdtacilities

1. Introduction

Aquarion Water Company provides the Company and other affiliates with certain
services under the terms of a service agreemeBkit. AG 3-26, Att. A). **° Under the terms
of the Aquarion Service Agreement, the Company is authorizedaerform any of these
services with its own personnel, or contract with an affiliated or natfiliated company to
obtain these serviceEkh. AG 3-26, Att. A at 2-3). The Company relies on its Connecticut
affiliate, Aquarion-CT, for some customer serviceand IT services Exh. TMD at 19-21).
AquarionCT6és customer services functions inclu
billing disputes, scheduling field appointments, arranging for payment plans, and assisting
with collection of account receivablesskh. TMD at 19). AquarionCT6és shared | T se
include personal computer and networking services, software and hardware maintenance and
data processing services, and its System Anal

software systemsExhs. TMD at 19; 2 (Rev. 3), Sch. 13; DPU 2-9; DPU 2-10). The

130 These services include accounting, administration, communication, corporate

secretarial, engineering, financial, human resources, information systems, operation,
rates and revenue, risk management, customer service, collection and revenu
management, purchase, real estate and water quality (EX8. 3-26, Att. A at 2).
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allocated IT costs also include the return on investment and depreciation of the SAP software,
based on the most recent rate case before the Connecticut Public Utilities Regulatory
Aut hor i-RYyRA @&)B.TMD at19). Costsrelatedto AquariobCT 6 s cust omer
service and IT operations are allocated to affiliates based on the number of customers served
as of the end of the immediately preceding calendar yégxhs. TMD at 20; AG 3-26,
Att. Aat 11-12). BecauseAquar i on Water Company ofNHWewW Hamyg
handles all of its incoming customer service calls at its New Hampshire office, this
company6s cust omer peroentiot purposes of devalopirgdhe tugtomero
services allocation formia (Exhs. TMD at 20; DPU 2-13; DPU 2-16).

During the test year, Aquarion booked $195,035 in shared customer services from
AquarionCT (Exh. 2 (Rev. 3), Sch. 14). The Company initially proposed an increase of
$25,898 to its test year cost of serviceekh. 2, Sch. 14). During the proceedings, the
Company decreased its proposed adjustment from $25,898 to $13,256, ultimately proposing
to include $208,291 in shared customer services in its cost of serviEgl{s. 2 (Rev. 3),
Sch. 14; DPU 2-14). Shared customeservices costs are allocated to the Company based on
the percentage of customers for each affiliate, allowing for a 50 percent reduction in
customers for AquariorNH as explained aboveExh. 2 (Rev. 3), Sch. 14).

During the test year, Aquarion booked $51829 in shared IT expense from
AquarionCT (Exh. 2 (Rev. 3), Sch. 13). The Company initially proposed an increase of
$4,876 to its test year cost of serviceEkh. 2, Sch. 13). During the proceedings, the

Company revised this adjustment to a decrease of $8,453 from the test year cost of service,
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ultimately proposing to include $509,776 in shared IT services in its cost of serviEslfs. 2
(Rev. 3), Sch. 13). SharedIT services expenses are allocated to the Company based on the
percentage of customers for each affiliatexh. 2 (Rev. 3), Sch. 13).

In connection with providing these shared services, AquarGi maintains three
facilities that are used in common by itaffiliates: an operations center; a corporate office;
and a customer service call centeExh. TMD at 20). The costs of these facilities are
all ocated among Aquarionds affiliates, by fir
and then applyinghat rate to the labor charged from each facility to the Company in
accordance with the provisions of the Aquarion Service Agreemdaitlfs. TMD at 20; 2
(Rev. 3), Sch. 15; DPU 8-3). During the test year, Aquarion booked $98,725 in shared
office costs Exh. 2 (Rev. 3), Sch. 15). Based on the current costs associated with these
facilities and the current allocation to Aquarion, the Company calculates the allocable
building overhead to be $97,790, representing a decrease of $935 from the test year expense
of $98,725 Exh. 2 (Rev. 3), Sch. 15).

2. Positions of the Parties

Aquarion argues that just as with the services it receives from Aquarion Water
Company, its service charges from Aquarie@T are reasonable and properly allocated
consistent with the Departmén6é s st andar ds 186DDp mhe &ompanBarguesf at
that test year costs that are directly charged or allocated to the Company relate to services
that are most coseffectively performed on an aggregate basis for all operating companies

under the Aguarion umbrella and that it would not be practical for each operating company to
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perform on an individual basis (Company Brief d9). It claims that it cannot obtain the
same quality and diversification of services on a comparable economic basis elsewhe
(Company Brief at19, citing Exh. AG 3-26, Att. A at 1). According to the Company, its
AquarionCT charges are for activities that specifically benefit the Company in providing
service to its customers, and they do not duplicate services already predidy Company
personnel (Company Brief at9). Moreover, the Company maintains that the allocation
method contained in its service agreements, including the Aquarion Service Agreement, is
nontdiscriminatory because these costs are allocated on the bdsisstomer counts
(Company Brief at19-20). Aquarion argues that, therefore, the Department should approve
the service company charges included in the C
party addressedhared services and common facilities brief.

3. Analysis and Findings

The Department permits rate recovery of payments to affiliates where these payments
are (1) for services that specifically benefit the regulated utility and that do not duplicate
services already provided by the utility; (2) madd a competitive and reasonable price; and
(3) allocated to the utility by a method that is both coesffective in application and
nondiscriminatory, for those services specifically rendered to the utility by the affiliate and
for general services that make allocated by the affiliate to all operating affiliates.

D.P.U. 1375, at 184; D.P.U. 12-25, at 231; D.P.U. 89-114/90331/91-80 (PhaseOne

at 79-80; D.P.U. 88-170, at21-22; D.P.U. 85137, at51-52.
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In determining whether the services rendered by affiliate specifically benefit a
regulated utility and do not duplicate services already provided by the utility, it is necessary
to examine whether there is any overlap between the services rendered by an affiliate and the
operati ng c¢ompmhU ©3s/5, atadd;OPiU00827, at 80-81; Oxford

Water Company D.P.U. 1699, at11-12 (1984). Regarding customer service, AquariedT

personnel handle customer inquiries, schedule appointments for fieldwork, resolve billing
disputes, edit meter readgresults, establish meter changmit programs, explain utility
programs and services, make payment arrangements, handle customer maintenance, prepare

guotes for home sales, and assist with the collection of account receivaltebg. TMD

at19; AG 3-26, Att. Aat 1-2 ) . These activities are necessal

thus, specifically benefit Aquarion. Aquario

certain limited issues, not otherwise handled by Aquari@nT 6 s crsertice me
represemdtives Exh. DPU 10-24). The Department finds that these customer service
activities provided by AquariorCT do not duplicate services provided by Aguarion
personnel.

AquarionCT6és | T services are a key coQhiponent
providesto Aquarion and its customers.D.P.U. 11-43, at 144. These IT services include
personal computer and networking services, software and hardware maintenance, and data
processing services, including SAREKhs. TMD at 19; 2, (Rev. 3), Sch. 13). These
actv ti es are also necessary to the Companyos

Aquarion. Moreover, the Department has previously found that the-i€lated services

0]

b
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provided by AquarionCT, including the SAP system, provide direct benefit to Aquarioryb
facilitating its overall business, including its customer servicge@Exh. DPU 2-10).

D.P.U. 1143, at 144; D.P.U. 08-27, at 81-82. The Company does not maintain such
functions on a local basis, and there is no overlap between the services rendered by
AquarionCT and t he Co mpeBbxnx0TVDhatud, tot 2 (Ren.8), (
Sch.13; DPU 2-10). SeeD.P.U. 11-43, at 144.

The Department nexevaluates the method of allocating costs from AquarGi to
the Company. When allocating costs among aiffiles, it is preferable that costs associated
with a specific utility are directly assigned to that utility. In the absence of a clear
relationship between the cost and the affiliate, or when costs cannot be directly assigned,
these costs are preferablylacated using costausative allocation factors to the extent such
allocation factors can be applied, with general allocation factors used to allocate any
remaining costs.D.P.U. 13-75, at 188; D.P.U. 11-01/D.P.U. 11-02, at 318321,

D.P.U. 10114, at271-274. Customer service and IT costs are allocated on the basis of
customer counts, with an adjustment to recognize AquaridrH 6 shouse customer call
center Exhs. 2 (Rev. 3), Sch. 14; DPU 2-13; DPU 2-16). Shared office costs cannot be
directly assiged and are allocated by deriving a building overhead rate per facility then
applying the rate to labor charged from each facility to the Compariyxps. AG 3-26,
Att. A; DPU 2-16; DPU 8-3).
The Companyo6s proposed atheraucnanirvestménfandt ost s

depreciation of the SAP software based on a 7H®&rcent weighted average cost of capital
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(AWACCO) an dupéactar af £.708, froonghe most recent rate case before the
CT-PURA (Exhs. TMD at 19; 2 (Rev. 3), Sch. 13; DPU 2-9, Att. A). The Department
previously found that application of a WACC and tax grosg factor that were approved by
theCFTPURA t o determine the Companydés allocated
portion would be allocated to Massachusetts, would result irabéachusetts ratepayers
inappropriately subsidizing the operations of Aquari@T. D.P.U. 11-43, at 145;
D.P.U. 0827, at 82. Aquarion acknowledges that the return on SAP investment should
incorporate the WACC and grosap factor approved in this proceeag (Exh. AG 5-21).
Therefore, the Department will recalculate the required return on AquaHGniT 6 s S AP
i nvest ment u 8.05pgcem WACLrand@a taxdgsossp factorof 1.3759 (see
Scheduls 5 and 8§ below). Application of these factors to the net book value of
AquarionCTd6s SAP investment of $4,374,453 produce
$484,514 and a total SAP cost of $5,799,677, of which 8.68 percent, or $503,412, is
allocable to Massachusettgperations seeExh. DPU 2-9, Att. A). This result produces a
decrease to test year cost of service of $14,817. The Company had proposed a decrease of
$8,453 to its test year | T expense. Accordin
proposed cost obervice by an additional $6,364.

Based on the foregoing, we find that Aquarion has sufficiently demonstrated that the
proposed allocations from Aquarie@T are (1) for activities that specifically benefit the
Company and that do not duplicate services ady provided by Aquarion; (2) made at a

competitive and reasonable price; and (3) with the exception of the SAP investment, allocated
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to the Company by a method that is both cestfective and nondiscriminatory. Thus, the
Department al | ooesadadugtoments {o thetéssyegn cost pf service of

$13,256 for shared customer service expenses, resulting in $208,291, included in the cost of

service; and negative $935 for shared office expense, resulting in $97,790 included in the
costofservice. he Department all ows $503,412 in share
cost of service, which is a decrease of $6, 36
expense of $509,77Gesulting in a decreasetdquar i onds proposed cost
$6,364.

J. BenefitsAllocated from AquariorCT

1. Introduction

AquarionCT directly charges its affiliates, including the Company, for services
provided, except for customer service and IT functions which are allocated, as addressed
above Exh. 2 (Rev. 3), Sch. 16). In contrast, payroll overhead expenses, such as benefits
and payroll taxes, are allocated to Aquarion on the basis of AquarBniT 6 s benef it s ov
rate and payroll taxesExh. 2 (Rev. 3), Sch. 16).
During the test year, the Company was directly charge@4®,973 in labor costs by
AquarionCT (Exh. 2 (Rev. 3) Sch.16). The Company increased this amount by $14,797 to
account for wage increases that took effect on April 1, 201and April 1, 2018, producing a
direct labor cost of $257,770Kxhs. 2 (Rev. 3), Schs. 3& 16). In addition, AquarionCT
allocated $208,291 in labor associated with customer service and $76,190 in labor associated

with IT services Exhs. 2 (Rev.), Sch. 16; DPU 2-14). The sum of directly charged and
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allocated labor is $542,251 to whitthe Company applied a benefit rate of fercent to
determine a proposed allocated benefit charge of $325,36%H. 2 (Rev. 3), Sch. 16). The
proposed benefits expense is a reduction of $48,178 from the test year expense of $373,529
(Exh. 2 (Rev. 3), Sch. 16). The Company also includes a payroll tax of eight percent of the
direct charged and allocated labor costs, or $43,380, representing a reduction of $4,887 from
the test year payroll tax expensé&kh. 2 (Rev. 3), Sch. 16).

2. Positions of the Parties

As addressedin SectionVIIl.l.2. above, the Companygontends that its service
charges from AquariorCT are reasonable and properly allocated consistent with the
Department 6s st and ag&l¥).sThd Company argues tiar Aquaried B ad s
benefit overhead rate is 6@ercent and the payroll tax rate is eight percent (Company Brief
at47, citing Exh. TWD at 21). The Company asserts that when these rates are applied to
the labor provided by AquariofCT in the test year, the rest is a prdorma benefit charge of
$325,351 and a pro forma payroll tax charge of $43,380 (Company Briefdat). The

Company argues that the Department should approve the corporate service company charges

included in the Companyds ComparyBucbatl®d20) Nd r e ment

other pary addressedbenefits allocated from Aquario€T on brief.
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3. Analysis and Findings

The Department has examined the proposed payroll overhead and tax factors and finds
them to be based on a cosgfffective and nordiscriminatory formula. The Company took the
expense related to direct labor performed by Aquari@T employees for the Company and
added in known and measurable pay increases of three percent effective before the midpoint
of the rate year, resulting in a sum©$257,770 Exh. 2 (Rev. 3), Sch. 16). The Company
then added that amount to the allocated customer service and IT labor amounts for a total
labor pool amount of $542,25F* (Exh. 2 (Rev. 3), Sch. 16). The Company then used the
prior year 0erofl6@pereentitotderiael tHe total denefit allocation for Aquarion
in the amount of $325,351Kxh. 2 (Rev. 3), Sch. 16). Accordingly, the Department accepts
the Companyod6s proposed benefit allocation red
$325,351in benefits included in the cost of service.
For the issue of payroll taxes, the Compan
of eight percent Exh. 2. (Rev. 3), Sch. 16). The Company multiplied the payroll tax
allocator by the total labor pool fyure to arrive at a total of $43,380Exh. 2 (Rev. 3),
Sch.16). This procedure, including the allocation factors themselves, is virtually identical to
t he approach that the Department approved in
D.P.U. 11-43, at 147; D.P.U. 0827, at 84-85. As such, the Department finds that the

Companyb6s process for calculating all ocated p

131 Comprised of $257,770 in direct labor costs, $208,291 in allocated customer service

labor costs, and $76,190 in allocated IT labor costs from Aquari@T (Exh. 2
(Rev. 3) Schs.3 & 16; DPU 2-14).
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Department accepts the Companyds proposed pay
of $43,380 in payroll tax expense included in the cost of service.

K. Leqgal Expense

1. Introduction

During the test year, Aquarion booked $205,395 in legal expenses, of which $170,949
was associated with the Companyods rhtakedavegrat i on
proceeding Exhs. 2 (Rev. 3), Sch. 20; AG 3-95, Att. A).** The Company represents that it
is not seeking to recover any of its litigation costs relating to the Hingham takeover
proceeding Exhs. MLR at 3-4; JPW at17-18; 2 (Rev. 3), Sch. 20; AG 3-95, Att. A;

Towns2-12). Aquarion proposed to include in cost of service $21,072 in pro forma legal
expensewhich it based ora threeyear average for legal expenses of $35,072that

excludes expenses associated with both Oxford and Hingham takeonmreedings and then
reducedthat amount by $14,000, associated with estimated annual legal regulatory savings
resulting from the acquisition of the Company by Eversourdexhs. 2 (Rev. 3), Sch. 20;

AG 4-25, Att. A).

%2 The Companyds initial filing | abeled the $
Det ecti on S2)3ch. 20y. adhe(Campany confirmed that this reference to
a leak detection survey was a typographical error, and corrected reference in its
revised filings (Exhs.2 (Rev. 3), Sch. 20; DPU 15-10;).

133 Excluding expenses associated with both the Hingham and Oxford takeover

proceedings, the Companyds | egal expense w
and $34,446 in 2016, eeraging $35,072 (ExhAG 4-25, Att. A). When compared to

the test year legal expense of $205,395, $35,072 in legal expense results in a pro

forma reduction of $170,323.



D.P.U. 17-90 Page210

2. Positions of the Parties

a. Hingham andHull

Hingham and Hull argue that, as represented by the Company, none of the costs

associated with the Companydés effortsAGo prev

assets should be included or all owedBriefn t he C
at 16).
b. Company

The Company asserts that it is not seeking recovery of legal costs associated with the
Hingham takeover proceeding (Company Brief 34-35, citing Exhs. TMD at 6; DPU 15-11;
AG 4-25; Towns 1-26; Tr. 2, at 255). The Company argues #t once these legal expenses
have been removed from the test year legal expense, the remaining legal costs are not
necessarily representative of its legal costs going forward (Company Brie3&tciting
Exh. AG 4-25). The Company asserts that becauselggal costs fluctuate from year to
year, Aquarion used a thregear average of legal costs (excluding takeover costs) to develop
its pro forma legal expense (Company Brief 85, citing Exhs. MLR at 4-5; 2 (Rev. 3),

Sch.20; DPU 15-11; AG 4-25). The Compmany additionally contends that its proposed legal
expense also properly incorporates the $14,000 estimated annual regulatory legal savings
resulting from the acquisition of the Company by Eversource (Company BrieB&t citing

Exhs. 2 (Rev. 3), Sch. 20; DPU 7-2).
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3. Analysis and Findings

The Department typically includes a test year level of expenses in cost of service and
will adjust this level only for known and measurable change§eeD.P.U. 12-86, at 213;
D.P.U. 11-01/D.P.U. 11-02, at 345; D.P.U. 07-71,at1 1 9 . The Companyobs te
of legal expense was $205,39%&khs. 2 (Rev. 3), Sch. 20; AG 3-95, Att. A). Excluding
$170,949 in costs related to the Hingham takeover from the test year level of expense results
in an adjusted test year expense $84,446 Exhs. MLR at 3-4; JPW at17-18; 2 (Rev. 3),
Sch. 20; AG 3-95, Att. A; Towns 2-12). The Company proposes to determine legal expense
based on a thregear average (excluding expenses associated with both Oxford and Hingham
takeover) of $35,072 Exhs. 2 (Rev. 3), Sch. 20; AG 4-25, Att. A). However, the Company
did not provide evidence that its netakeover related test year costs of $34,446 are abnormal
or would be unrepresentativeD.P.U. 10-114, at250; D.P.U. 1270/1414, at33.
Accordingly, the Department will not rely on an historic threg/ear average to determine the
Companyob6s | egal expense, and will i nstead det
its nontakeover related test year expense of $34,446.

Additionally, the Company proposet reduce its annual legal expense based on the
Department 6 s DWW d71h5, thad the Company would realize $14,000 in
net legal regulatory expense savings resulting from the Eversource acquisition
D.P.U. 17-115, at32. The Department fimls that it is appropriate to incorporate that
determination into the Companybds | egal expens

(Exhs. TMD-1, at 7; DPU 7-4).
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The Departmenttherefore calculates the pro forma amount of legal expenses to be
$20,446, based o the test year legal expense of $205,395, adjusted to exclude takeover costs
of $170,949 and $14,000 in identified acquisition savingsxh. AG 4-25). Compared to the
Companybés proposed $21, G$514000 =rB21l0€2Yy thitreseltsp e ns e (
a reduction to the Companydés proposed cost of

L. Outside Services Communication Expense

1. Introduction

During the test year, the Compankooked $18,521% in community relations
expensesExh. 2 (Rev. 3), Sch. 7).1%®* The Company states that the majority of test year
expense was related to increased communications activities involved with the municipal
takeover attempts in Oxford and Hinghankxhs. TMD at 16-17; AG 4-21). The Company
proposes pro forma annual commuaitions expense of $84,000 based on an assumption that
Aquarion would be spending $4,000 per month in Serviégea A (Hingham/Hull/Cohasset)
and $3,000 per month in ServicArea B (Oxford/Millbury) for communications expense

related to normal utility operéions (Exhs. TMD at 16; 2 (Rev. 3), Sch. 7). The Company

1% The Companyds test year | evel of expense w
a credit unrelated to test year communications expense, resulting in actual test year
expense of $421,326 (ExhdDPU 14-21; Towns 1-23). As noted below, because the
Company did not revise its test year expense or proposed adjustment to account for
the carected test year expense in its revised revenue requirement calculations, the
Department will base its adjustments off of the test year expense of $418,521
presented in the Companyds filing.

135 The Company reports spending between $280,906 and $587,843/gar between

January 1, 2013 and January 20, 2018 for public affairs and media relations
(Exh. Towns 1-23).
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states that these assumptions are consistent with the amount that Aquarion expended on
outside servicegkommunications for Oxford during the test year.€., $48,000) atwhich time
there was no penidg municipal takeover Exh. AG 4-21). Accordingly, the Company
proposes to decrease the tgstar amount by 834,521 (Exhs. 2 (Rev. 3), Sch. 7;

DPU 14-21; AG 4-21).

2. Positions of the Parties

a. Hingham and Hull

Hingham and Hull assert that all costsassaci ed wi t h t he Companyo6s
prevent Hingham from acquiring Service Area A

(Hingham/Hull Brief at 16).

b. Company

Aquarion contends that outside consultants assist with two categories of
communications activities: (1) puld affairs and (2) public media relations (ComparBrief
at41). The Company asserts that, while it uses these consultants to assist the Company in
providing support for both normal utility operations and Hingham takeover proceedings, none
of the costs asociated with the Hingham takeover issue are included in the cost of service
(Company Brief at41). The Company maintains that it has undertaken measures to contain
consulting costs, including monthly budget reviews (Company Briefd).

The Company arges that it has demonstrated its commitment to maintaining superior
communications with its customers (Company Brief4t). It alleges that, notwithstanding

the Eversource acquisition, it will continue to require the services of outside communications
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corsultants (Company Brief a1). The Company asserts that it has made a reasonable and
discrete adjustment to the tegear costs for these consultants and that the Department should
approve the Company6s proposed co4munications

3. Analysis and Findings

The Department allows a company to recover professional service or consulting fees
that were booked during the test year if the fees are reasonable and if the services provided
were of value to the company.D.T.E. 03-40, at 148, 153; D.T.E. 01-56, at67. In
determining whether the actual level of expense incurred was reasonable, the Department first
reviews whether the specific charges incurred were reasonable, which entails an examination
of matters such as the nature of therseces performed, the hourly charges, and the cost of
auxiliary services. D.P.U. 08-35, at 114; D.P.U. 89-114/90331/91-80 (Phase One) a44.
Second, the Department determines whether a utility has a reasonable process in place for an
ongoing evaluatiorof the costeffectiveness of the services providedD.P.U. 11-43, at 177,
D.P.U. 0835, at 114; D.P.U. 89-114/90331/9180 (Phase One) a44-45. Finally, the
Department reviews whether the service provided was obtained through a competitive bid.
D.P.U. 08-35, at 114. For those outside services that were not competitively bid, the
company should be prepared to justify why competitive bidding was not used and why its
choice of service provider was reasonably and effectiv®.P.U. 08-35, at 114, citing
D.P.U. 9360, at 233; D.P.U. 92-250, at 128129.

The Company does not seek to recover the test year level of outside communications

expense, but proposes to recover an adjusted level of expense based on its test year level of
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expense for Oxford Exhs. 2 (Rev. 3), Sch. 7; AG 4-21). Before reaching the basis for the
Companyo6s adjustment, we first determine whet
incurred fees were reasonableSeeD.T.E. 03-40, at 153. The Company states that it

discussed the scope efork with the consultant, including periodic discussions about budget

(Exh. DPU 23-5). The Company identifies cost control efforts beginning in 2017 under new
ownership, including more frequent and regular discussions with consultants and monthly

budget eviews Exh. DPU 23-5). Further, while the Company provided test year bills and

invoices from its outside communications consultants, those invoices do not include hourly or
detailed peftask rates Exhs. DPU 14-19; Towns4-18, Atts. G & H). Specifically, the test

year invoices for Oxford provide only broad d
community relations, communications, and pol.
charge of $4,000 per monthgeeExh. Towns4-18, Att. H). The test year invoices for

Hingham and Hull include more detailed task descriptions but do not include hourly or

per-task rates and, further, do not identify tasks related to takeover activitised

Exh. Towns4-18, Att. G). **® There is no basis to determine whether the level of
communicatiorrelated activities was commensurate with the billed charges. The Department

also notes that the Company did not utilize competitive bidding, and it did not address why it

did not do so orwhy its choice of service provider was reasonable and effective

(Exh. DPU 14-19). SeeD.P.U. 08-35, at 114. Accordingly, the Department finds that the

136 In response to a record request, the Company submitted more recent invoices from

March 2017 through July 2018 that include detailed task deptions and billed time
as well as hourly rates (RFDPU-2 (Supp.) & Att.; RR-DPU-3).
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Company has failed to satisfy its burden to demonstrate that the specific charges incurred

were reasoable Exhs. DPU 14-19; Towns4-18, Atts. G, H). SeeD.P.U. 93-60, at 233;

Cambridge Electric Light CompanyD.P.U. 92-50, at 128129 (1993);D.P.U. 08-35,
at114; D.P.U. 89-114/90331/91-80 (PhaseOne) at44.

Even had the Company demonstrated that iteotce of provider was reasonable and
effective and that the resulting fees were
expense is neither known nor measurable. The Company proposes pro forma annual expense
of $84,000 based on estimated expendis of $4,000per month in ServiceArea A and
$3,000 pe month in ServiceArea B (Exhs. TMD at 16; 2 (Rev. 3), Sch. 7). The Company
states that it based these estimates on the $4,000 per month spent on outside communications
in Oxford during the test yeawhen there was no active municipal takeover activities in that
town (Exhs. TMD at 16-17; 2 (Rev. 3), Sch. 7; AG 4-21).2*" The Company did not provide
additional support or explanation of how the $4,000 in monthly communications expense for
normal utility operations in Oxford results in a proposed monthly expense of $3,000 for
ServiceArea B or $4,000 for ServiceArea A (Exhs. 2 (Rev. 3), Sch.7; DPU 6-1;

DPU 14-18; AG4-2 1) . Accordingly, the Department
communicationexpense of $84,000 During the proceeding, the Company determined that

its test year level of expense was understated by $2,805 associated with a credit unrelated to

137 Aquarion states that it began identifying expenses related to the takeover beginning in

March 2017, subsequent to the test year, and thus relied on assumptions imat&
the amount spent on routine communications in the test year (Exhs. &&1;
DPU 14-20).
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test year communications expense, resulting in actual test year expense of $421,32@y rath
than the $418,521 identified in Aquarionds in
revise its test year expense or proposed adjustment to account for the corrected test year
expense in its revised revenue requirement calculatioAscordingly, based off of actual test
year expense of $421,326he Departmentwillr educe t he Companyds propi
service by $6,805.

The Department acknowledges that the Company has undertaken significant efforts to
develop its public and community regulationmograms and increase communications within
each of the communities that it serves since its last rate case, as addressed in
SectionXVI.A.3. (Exhs.JPW at24-30; TMD at 16; DPU 17-10). The Department
recognizes that the Company relied on outside comnuations consultants in developing a
comprehensive communicatiopsogrambeginning in 2012 Exhs. DPU 14-18;
DPU 17-10).*® However, as addressed in Sectidfill.B.2.c. , above the Company now has
a dedicateccommunications manageosition, vacant as of Jue 2018, that it intends to

fill. *° Additionally, the Company acknowledges that its need for outside communications

138 Although the Company created a communications position in 2012, during a period of

time beginning in mid2016 the employee in that position was not dedicated t
communications and also served an operations role (Exhs. JP\R4a25; DPU 15-8,

Att. A; DPU 17-10; Tr. 2, at 292, 362363). As a result, the Company had to use
communications consultants to perform some of the activities that the employee in the
communcations position otherwise would have performed (ExbPU 17-10; Tr. 5,

at 363). The Company subsequently established a dedicated communications manager
position (Exhs. DPU15-8, Att. A; DPU 17-2(i)(b)(1); Tr. 2, at 292, 362363).

139 The individual in the communications manageosition transferred to Eversource

Service Company in Jun2018, and continues to commit one or two days per week to
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will decrease going forward due to (1) no additional municipal takeover attempts and

(2) improvements in the reliability and consistency @fater quality requiring fewer reactive
communicationskExh. DPU 17-10). Based on these factors, and particularly the

well-developed communications program in place, and the dedicai@thmunications

managerposition, the Department expects that the Company need f or communi c
services will continue to decrease.

M. Rent/Lease Expense

1. Introduction

During the test year, Aquarion booked $51,496 in commercial leases and associated
operating expenses for rented office space in Millbury and Oxfoigxhs. 2 (Rev. 3),
Sch.21; DPU 16-2, Att. A).**° The Company proposes a total rent expense amount of
$53,159, which is a $1,663 increase over the test year level, to reflect the terms of an
updated commercial lease for the Millbury office spacExhs. 2 (Rev. 3), Sch. 21;
DPU 162, Att. A) . Aquarionds pr op otlsedodowihge @)srentfg x pe ns e
the Companyb6s commerci al of fice spaanrmali n Mi | |
property taxes, insurance, water, and sewer charges of $3,996 asgediwith the Millbury
office; and (3) rent for the Oxford office space in the amount of $8,70Ekhs. 2 (Rev. 3),

Sch.21; DPU 16-2, Att. A).

communications efforts for Hingham and Hull while theommunications manager
position remains openTr. 2, at 364-366).

140 The lease associated with the Hingh#&tull WTP is addressed in SectioXl.
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2. Positions of the Parties

Aquarion asserts that the calculation of rent expense is consistent with Department
precedent and, therefore, should be includealdetermiret he Company6s revenue
requirement (Company Brief aB7). No other party addressed rent expense on brief.

3. Analysisand Findings

A companyb6s | ease expense represents an al
overall cost of service. D.P.U. 11-43, at 185, citing D.T.E. 03-40, at 171; Nantucket

Electric Company D.P.U. 88-161/168, at123125(1989) The standardfor inclusion of

lease expense is one of reasonablenefsP.U. 11-43, at 185, citing

D.P.U. 89-114/90331/9180 (Phase One) &6. Known and measurable increases in rental
expense based on executed lease agreements with unaffiliated landlords arenrzedin cost
of service as are associated operating cog#gy(, maintenance, property taxes) that the lessee
agrees to cover as part of the agreemenD.P.U. 11-43, at 185, citing D.P.U. 95118, at42

n.24; Boston Gas CompanyD.P.U. 88-67 (Phasd) at 9597 (1988)

Regarding the rental expenses for the Oxford and Millbury offices, Aquarion entered
into written lease agreements for these units, and the Company is presently occupying space
at both offices pursuant to the terms and conditions of the execlliease agreement&xhs. 2
(Rev. 3), Sch.21; DPU 5-15, Att. A; DPU 8-7, Att. A; DPU 8-8, Att. A; DPU 8-9,

Att. A). In addition, Aquarion executed these lease agreements with unaffiliated landlords.
Integral to the executed Millbury lease agreement dhe associated annual property taxes,

insurance, and water and sewer chargésxh. DPU 5-15, Att. A at 3). The Department has
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reviewed the terms and conditions of these executed lease agreements and related documents,
and we find t hat setllease egpenspancopedating postoape@ppropriately
documented and, as such, represent a known an
year cost of service geeExhs. 2 (Rev. 3), Sch. 21; DPU 5-15, Att. A; DPU 8-7, Att. A;

DPU 8-8, Att. A; DPU 8-9, Att. A) . Therefore, we accept the C
expense of $53,159HKxh. 2 (Rev. 3), Sch.21). Accordingly, we allow the proposed
adjustment to the ComparEyhdtxs(Rew.8)sSch.2lY service o

N. Uncollectibles (or Bad Debt) Epense

1. Introduction

During the test year, Aquarion booked $12,169 in bad debt expenggH. 2 (Rev. 3),
Sch.22). The Company proposes to increase this expense by $13,Z5&( 2 (Rev. 3),
Sch.22). To derive this adjustmentthe Company calculated a teeyear average bad debt
ratio of 0.16 percent and multiplied this ratio by pro forma operating revenues of
$15,811,344 Exh. 2 (Rev. 3), Sch. 22). The Company then applied the resulting value,

ie., the Companydés proposed hadddebesangeaedbad

expense of $12,169which yields a proposedbad debt expense that B13,258higher than
test year bad debt expens&xh. 2 (Rev. 3), Sch. 22).

The Company also calculated the level of bad debt expense attributable to its overall
requested rate increase. In doing so, the Company multiplied its requested revenue

requirement increase of $2,229,727 by a bad debt ratio of 0.fiércent to arrive at $3,586



D.P.U. 17-90 Page221

(Exh. 2 (Rev. 3), Sch. 22). Thus, in aggregate the proposed adjustments represant
increase of $16,844 to the RuMMPRavByPBck.22).est yea

2. Positions of the Parties

Aquarion asserts that the calculation of bad debt expense is consistent with
Department precedent and, therefore, should be includedletermiret he Companyds
revenue requirement (Company Brief at 21). No other party addressed bad debt expense on
brief.

3. Analysis and Findings

The Department permits companies to include for ratemaking purposes a
representative level of bad debt revenuesasexpense in cost of servicdd.P.U. 11-43,
at 188, citing D.P.U. 96-50 (Phasd) at 70-71; D.P.U. 89-114/90331/91-80 (Phase One)
at 137-140. The Department has found that the use of the most recent three years of data
available is appropriate in thealculation of bad debt expens®.P.U. 11-43, at 188, citing
D.P.U. 9650 (Phasd) at 7 1 . The calcul ation of a company®6
dividing the threeyear average net writeffs'** by the average billed revenues over the same
period. D.P.U. 11-43, at 188, citing D.P.U. 95118, at 135. This bad debt ratio is then
multiplied by test year billed revenues, adjusted for any revenue increase or decrease that
was approved for recovery in the current rate casBeeD.P.U. 11-43, at 188, citing

D.P.U. 9650 (Phasd) at 71.

141 This write-off occurs when the company has categorized a delinquent customer

account as uncollectible The uncollectible amount is deducted from the accounts
recavable asset and added to the bad debt expense account.
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The method used by Aquarion to calculate its bad debt expense is consistent with

Department precedentSeeD.P.U. 11-43, at 188, citing D.P.U. 96-50 (Phase I) at70-71.

The record reveals that writeoffsbhopemiangrevesiesfoer cent

the years 2015, 2016, and 2017 were 0.3fercent, 0.06percent, and 0.12ercent,
respectively Exh. 2 (Rev. 3), Sch.22). Thus, the Company correctly calculated the
threeyear average of net writeoffs to operating evenues as 0.1@ercent. Further, upon
review of the most recent three years of uncollectibles dasg@€Exh. 2 (Rev. 3), Sch. 22),
we find that the resulting bad debt ratio is reasonable and that no modification of the
Companyo6s cal culkpersei®necessdrD.B.@. d1-48,etldl88 189, citing
D.P.U. 09-30, at 249; D.T.E. 03-40, at 265-266.

When applied to test year operating revenues of $15,811,344, the bad debt ratio
produces an allowed bad debt expense of $25,4E%H. 2 (Rev. 3), Sch.22). As noted
above, during the test year Aquarion booked $12,169 in bad debt expefsd (2 (Rev. 3),
Sch.22). Thus, the Company may increase its test year level of bad debt expense by the
amount of $13,258.

In addition, the Company seeks an adjustment bad debt expense associated with its
requested revenue increasexh. 2 (Rev. 3), Sch.22). Applying the calculated bad debt
ratio set forth above to the revenue increase approved in ttése,$1,998,279, results in an
allowed bad debt expense adjustnt in theamount of $8,214. Therefore, the Department

all ows a total increase to t h=e640R@E0BRE8H+y 06 s

test
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$3,214) . Accordingly, the Department reduces
$372.
O. Inflation Adjustment
1. Introduction

In its initial filing, the Company proposed an inflation adjustment of $100,252
(Exh. 2, Sch. 23). Aquarion later amended this figure to $129,232 to incorporate updated
data from the Januar018 Blue Chip Economic Indicatdf? for the gross domestic product
chained pri c@Pli &y 2(Rev(3 &b.R3). The Company calculated its
proposed inflation adjustment by using GBEPI data from the midpoint of the test year to
the midpoint of the rate year, which resulted in aimflation factor of 6.02 percent Exh. 2
(Rev. 3), Sch. 23). Next, the Company calculated its residual O&M by subtracting all
separately adjusted O&M expenses from the normalized test year O&M expeksé.(2
(Rev. 3), Sch 23). The Company then multipéd the inflation factor by its proposed
adjusted residual test year O&M expense of $2,146,714 to yield the requested inflation
allowance of $129,232Fxh. 2 (Rev 3.), Sch. 23). The Company states that its proposed
inflation adjustment is intended to progie for cost categories where the individual item is not

large enough to warrant a separate adjustmegkli. MLR at 5).

142 The Blue Chip Economic Indicator is a monthly newsletter that includes forecasts of

U.S. economic growth, inflation, interest rates, and a host of other critical indicators

of future business actity from more than 50economists employed by some of

Americais largest and most respected manufacturers, banks, insurance companies, and
brokerage firms(www.aspenpublishers.cojr(seeExh. MLR-1).

t

h
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2. Positions of the Parties
a. Hingham and Hull
Hingham and Hull argue that the Companyos

6.02 percentto 2.212 percent (Hingham/Hull Brief atl7). Hingham and Hull contend that

the GDRCPI used by the Company to calculate its proposed inflation factor does not capture

the specific rate of inflation associated wit
territory is located (Hingham/Hull Brief atl7). According to Hingham and Hull, the

Consumer Price Index (ACPI 06) for the Northeas
measure of general inflation for any location in Massachusetts (Hingham/Hull Bael7;

Hingham/Hull Reply at5). To develop their proposed inflation factor, Hingham and Hull

first calculate an average CPI inflation rate for the Northeast section over the years 2013

through 2017 of 1.1percent (Hingham/Hull Brief atl7). Hingham andHull claim that this

average inflation should be doubled to account for the length between the test year and the

rate year, resulting in an inflation factor of 2.21%ercent (Hingham/Hull Brief atl7).

Hingham and Hull contend that multiplying thisfacto by t he Companyds resi
$2,220,341* produces what they consider to be an appropriate inflation allowance of

$49,114a reduction of $80,118 to the Companyds p

Brief at 17).

45 Hingham and Hull used resiiual O&\daxgemsenyhéis unadj u

inflation adjustment calculationseeExh. 2 (Rev. 3), Sch. 23).
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In testimony, Hingham and Hull poposed an alternative method of offsetting in whole
or in part the inflation adjustment proposed by the Company by an amount reflective of the
growth in sales and associated revenues that can be reasonably expected in 2019 above the

levels realized in theest year Exh. TOWNS-DFR (Supp.) at22).

b. Company

The Company argues that the Department sho
(Company Brief at39). The Company contends that it used the same method of calculating
the inflation expense as it did ints last rate case (Company Brief &9, citing D.P.U. 11-43,
at 194-195). Specifically, the Company claims that iD.P.U. 11-43, the Department found
the GDRCPI t o be appropriate for calculating the
Brief at 39, citing D.P.U. 11-43, at 194195). The Company maintains that Hingham and
Hull have not identified any flaws with the GDRCPI, nor have they demonstrated the CPI
for the Northeast is a more appropriate measure of inflation (Company BrieB&). The
Company agues that its inflation adjustment has been calculated consistent with the
Department 6s standards and sBYul d be approved

3. Analysis and Findings

The inflation allowance recognizes that known inflationary pressures tend to affect a
companyo6s expenses i n a mannerT.Et 02-24(25,atd84; be me
D.T.E. 01-56, at 71; D.T.E. 9851, at 100-101; D.T.E. 9650 (Phase I), at112113. The
inflation allowance is intended to adjust certain O&M expenses for inflation where the

expenses are heterogeneous in nature and include no single expense large enough to warrant
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specific focus and effort in adjusting.D.P.U. 1720, at19-21. The Department permits

utilities to increase their test year residual O&M expense by an independently published price
index from the midpoint of the test year to the midpoint of the rate yeaD.P.U. 08-35,

at 154-155; D.T.E. 02-24/25, at184; D.P.U. 9540, at 64; D.P.U. 92-250, at97-98. In

order for the Department to allow a utility to recover an inflation adjustment, the utility must
demonstrate that it has implemented cost containment measue®.U. 09-30, at 285;

D.P.U. 08-35, at 154; D.T.E. 02-24/25 at 184.

The Department finds that the Company has implemented cost reduction and
operations efficiency measures that have redu
the cost to be recovered from its customer bas&xhs. TMD at 15, 17-22; DPU 6-29;

AG 3-52; AG 4-25). In particular, the Company haslone the following (1) taken steps to

contain health care costsncluding increasing employee premium requirements and
introducing an AHASO medi cal pl an optoi on; (2)
new employees; (3yoluntarily excluded legal costs related to the Hingham acquisition

proceeding; and (4)everaged resources from its Connecticut affiliate at costs below outside
alternatives Exhs. TMD at 15, 17-22; DPU 6-29; AG 3-52; AG 4-25). Accordingly, the

Department finds that Aquarion has made reasonable efforts to implement cost containment
measures andhereby demonstrated that it is eligible to recover an inflation allowance.

As noted above, the Department permits utilities to increatheir test year residual
O&M expense by the projected price index from the midpoint of the test year to the midpoint

of the rate year. D.P.U. 08-35, at 154-155; D.T.E. 02-24/25, at 184;D.P.U. 9540, at 64,
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D.P.U. 92-250, at97-98. Aquarion proposed &.02 percent inflation factor derived from
the GDRCPI as reported by the Blue Chip Economic Indicator as of June 20EXl§. 2
(Rev. 3), Sch.23). The GDP-CPI is a measure of price levels based on the chain weighted
calculation of real GDP and is reportedquarterly by the U.S. Bureau of Economic Analysis
(ABEAO) . Concepts and Methods of the U.S. Na
Bureauof Economic Analysis, Novembef0111** The Department continues to be satisfied
that the GDRCPI is an appropriate iflation index for use in this case and the Blue Chip
Economic I ndicator is an appropriate forecast
factor. D.P.U. 11-43,at1 9 4 . Aguar i onOPsfacpriapplies evdr th€ D P
period of 2.75 years fran the midpoint of the test year to the midpoint of the rate year
(i.e., 2nd quarter 2016 through 1st quarter 2019deExhs. 2 (Rev. 3), Sch.23; MLR at 6).

Hi ngham and Hul | argue t haCGPlforitsanflaicmmpany 6s
factor does not aaarately reflect the inflation conditions recognized by the Company within
its service territory (Hingham/Hull Brief at17).**> Hingham and Hull submitted testimony
that a regional price deflator would be a better indicator of inflation in southeastern

Massa&husetts than a national index, but acknowledging that such an index is not available,

144 The BEA is an agency of the U.S. Department of Commercélhe BEA collects

source economic data, conducts szsch, and analyses, develops and implements
estimation methodologies, and disseminates statistics topthigic
(http://www.bea.goy). The Department finds that the economic and statistical data
published by the BEA is lhe type of relevant and competent material that can be
reasonably relied on for the purpose of establishing an inflation adjustment factor.

145 The Department notes that Hingham and Hull failed to provide any supporting citation

in addressing this issue ohrief.
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proposed an inflation factor based on CPI for the Northeast sectiéxtf. TOWNS-DFR
at 24).1*° The Department finds that Hingham and Hull have not demonstrated that tRé C
for the Northeast section is a more appropriate inflation index than the GDPI.
Additionally, Hingham and Hull s proposal rel
five-year period, including three years prdating the test year, and is basezh only two
years of inflation instead of the 2.7%ears warranted in this case. Accordingly, the
Department wil |l not adopt Hingham and Hull 6s
Companyo6s u sE@PIforits infldtian inddalculation.

Hingham and Hull offered testimony recommending an alternative proposal if the
Department declined to adopt their regional inflation index approaéxij. TOWNS-DFR
(Supp.) at22). Hingham and Hull suggest that th®epartment should offsetin whole or in
part, the inflation adjustment proposed by the Company by an amount representing growth in
sales and associated revenues that can be reasonably expected in 2019 above the levels
realized in the test yar (Exh. TOWNS-DFR (Supp.) at22). The Department is not
persuaded that there is a basis for departing from its established precedent to create an offset
based on projected growth in salesD.P.U. 90-121, at 103; D.P.U. 85-270, at191.*%’
Moreover, the inflation adjusment requires a showing of cost containment and is not related

to future sales and earningsSeeD.P.U. 09-30, at 285; D.P.U. 08-35, at 154;

196 The Northeast section includes New England, New York, and Pennsylvania.

147" In Section V.C.3., above, the Departmerfound thatthe Compan$ gotential for

salesgrowth is limited as a result ofits conservation measures and thater
withdrawal limits established byMassDEP.
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D.T.E. 02-24/25, at1 8 4 . Accordingly, the Department wil
proposed offset to the iflation adjustment.
The Department finds that Aquarion appropriately derived its proposed 6p@2cent
inflation factor by correctly calculating the percentage change between the two peridits.
The Department therefore f i fcdatingitstpeposet he Comp a
inflation factor is consistent with Department precedenD.P.U. 09-39, at 321-322;
D.P.U. 9540, at54; D.P.U. 92-250, at97; D.P.U. 92-78, at 60-62. Based on the above
considerations, the Department finds that an inflation allavea adjustment equal to
6.02percent applied to the Companyodés approved |
this case.
If an O&M expense has been adjusted or disallowed by the Department for
ratemaking purposes, that expense is also removed in itSrety from the inflation
allowance. D.P.U. 09-39, at 322; D.T.E. 0527, at 204; D.T.E. 02-24/25, at184. The
Company made adjustments to 20 O&M expense categories and removed the test year
amounts of those expenses from its residual O&M, leaving a regatlO&M expense of
$2,220,341 Exh. 2 (Rev. 3), Scls. 2, 23). The Company further reduced this amount by
$73,627 to remove expenses that it considers not subject to inflation, including postage
expense, auto mileage reimbursement, general addinistrative business meals, and office

supplies and materialsgxh. 2 (Rev. 3), Sch. 23). This adjustment produces a residual

148 (Midpoint of the Rate Yeari Midpoint of the Test Year)/Midpoint of the Test Year.
In practice, (1187 111.3)/111.3 geeExh. 2 (Rev. 3), Sch. 23).
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O&M expense subject to inflation of $2,146,714Hxh. 2 (Rev. 3), Sch. 23). Multiplying the
residual O&M expense subject to flation by the inflation factor of 6.02 percent, the
Company calculates an inflation allowance of $129,23xf. 2 (Rev. 3), Sch. 23).
While the Department finds the Company has employed the correct calculation
method,it excluded $28,426 in expenses fouto mileage reimbursement, general and
administrative business meals, and office supplies and materials from its residual O&M
balance Exh. 2 (Rev. 3), Sch. 23). The Department is not persuaded that these expenses are
somehow immune from inflationary presires. Restoring these items to the unadjusted test
year expense and multiplying by the inflation factor, the Department calculates an inflation
allowance of $130775'*° Ther ef ore, the Department increase

of service by $1543

99 The Companyds adjustment to resbevicemsls O&M e
based on an understated test year amount of $418,521 (EXiRU 14-21;
Towns 1-23). Calculating residual O&M expense based on the actual test year
amount of $421,326 associated with communications expense, results in an additional
reduction of$2,805 to residual O&M, resulting in a reduction in the inflation
allowance of $169.
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Table I
Normalized Test Year O&M Expense $8,209,229
Less Company Adjustments:
Salaries and Wages $1,607,990
Group Medical, Life, and Disability $386,730
PostRetirement Healthcare & Pension $344,235
Amortization of Deferred Expenses $52,171
Outside Service€ommunications $421,326
Chemicals $102,574
Purchased Electric $452,065
Rate Case Expense & Cost of Service Study $19,877
Corporate Insurance $271,515
Corporate Expenses $115,184
Shared IT Services $518,229
Shared Customer Services $194,035
Shared Office Costs $98,725
Payroll & Benefit Allocations $616,502
Goodwill Fire Charge Credits $23,553
Purchased Water $496,922
Legal Expense $205,395
Rent Expense $52,496
Uncollectibles $12,169
Total Company O&M Adjustments : $5,91,693
Subtotal (Adjusted per Books Less Company Adjustments) $2,217,536
Less Excluded Test Year Expenses
Postage Expense $45,201
Total Excluded Test Year Expenses $45,201
Residual O&M Expense $2,172,335
Inflation Factor from Midpoint of Test Year to Midpoint of Rate Year: %6.02
Inflation Allowance: $130775
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P. Depreciation Expense

1. Introduction

During the test year, Aquarion booked $1,821,208 in depreciation experiSeh( 2,
Sch. 24, at 2)."*° The Company proposes to increase this expense by $182,571, resulting in
a proposed depreciatioaxpense of $2,003,779Hxh. 2 (Rev. 3), Sch. 24, at2). To
determine its proposed depreciation expense, the Company applied acspetfic
depreciation rates and amortization rates, as approve®iR.U. 08-27, at 10415, 122124,
to test yearend depreciable plant balances, adjusted for plant additions and retirements
associated with the Charlton Street Proje@xh. 2 (Rev. 3), Sch. 24, at 2).>* Next, the
Company reduced this amount by $222,974, which represents the imputed depreciation
expense aociated with mains financed through CIAGEkhs. MLR at 6; 2 (Rev. 3),
Sch. 24, at 2; DPU 8-14).*? This reduction results in an adjusted depreciation expense of

$2,003,779 Exh. 2 (Rev. 3), Sch. 24, at 2). The difference between this amount and the

150 The test year depreciation expense consisté®$2,043,758in depreciation expense

(Account 403000)Jess$215,139 for amortization of other utility plant
(Account405000), andless$7,411 for amortizationof CIAC associated with SDCs
(Exhs. DPU 4-9; DPU 15-34).

Pl ant accounts in the Companyédés profor ma d
sources of supply, pumping, water treatment, transmission and distributiend
general plant Exh. 2 (Rev. 3), Sch. 24, at 1-2).

152 Aquarion does not book depreciation on CIAC. This adjustment is required to

remove the effects of CIAC on the Company?d
correct level of depreciation exgnse for ratemaking purpose®.P.U. 11-43, at 197

n.116. In calculating this adjustment, the Company applied a 1.42 percent

depreciation rate based on the depreciation rate for water matesh( DPU 8-14).
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testsyyar booked depreciation expense of $1,821, 2
of $182,571 Exh. 2 (Rev. 3), Sch. 24, at 2).

2. Positions of the Parties

a. Hingham and Hull

In testimony, Hingham and Hull propose that the Company be restricted to use its
depreciation expense funds only for ciégl improvements Exh. TOWNS-DFR (Supp.)

at 26-27).

b. Company

The Company asserts that it calculated its depreciation expense using depreciation
rates developed in its most recent depreciation study (Company Briégg@t The Company
maintains that depreciation study was approved by the Departmem.in.U. 08-27 and
served as the basis for the depreciation expe
most recent base rate proceedind3,P.U. 08-27 andD.P.U. 11-43 (Company Brief at56).
Further, Aquarion maintains that it properly adjusted its proposed depreciation expense
during the proceeding to reflect the updated costs associated with the-fgsstyear Charlton
Street Project (Company Brief &6, citing Exhs. 2, Sch. 24; DPU 11-10; DPU 15-32;
AG 4-5). Accordingly, the Company argues that its proposed depreciation expense is
consistent with its most recent depreciation study and Department practice, and it should,

therefore, be approved (Company Brief &6).



D.P.U. 17-90 Page234

3. Standard of Review

Depreciation expense allows a company to recover its capital investments in a timely
and equitable fashion over the service lives of the investmenB.T.E. 9851, at 75;

D.P.U. 96-:50 (Phase 1) atL04; Milford Water Company D.P.U. 84-135, at23 (1985);

D.P.U. 1350, at97. Depreciation studies rely not only on statistical analysis but also on the
judgment and expertise of the preparer. The Department has held that when a witness
reaches a conclusion about a depreciation sttidatisatv ar i ance wi th that
engineering and statistical analysis, the Department will not accept such a conclusion absent
sufficient justification on the record for such a departureD.P.U. 92-250, at64; The

Berkshire Gas CompanyD.P.U. 905, at 13-15 (1982); Massachusetts Electric Company

D.P.U. 200, at21 (1980).

The Department recognizes that the determination of depreciation accrual rates
requires both statistical analysis and the
D.T.E. 02-24/25, at132; D.P.U. 92-250, at64. Because depreciation studies rely by their
nature on examining historic performance to assess future events, a degree of subjectivity is
inevitable?®® Nevertheless, the product of a depreciation study consistspecific accrual
rates to be applied to specific account balances associated with depreciable property. A mere
assertion that judgment and experience warrant a particular conclusion does not constitute

evidence. SeeD.P.U. 11-01/D.P.U. 11-02, at 288; Eastern Edison CompanyD.P.U. 243,

153 This is especially relevant in the calculan of net salvage factors where the cost to

demolish or retire facilities cannot be established with certainty until the actual event
occurs. D.P.U. 92-250, at 66; D.P.U. 1720, at 44; D.P.U. 1350, at 109-110.

Wi

ap

1
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at16-17 (1980);D.P.U. 200, at20-21; Lowell Gas Company D.P.U. 19037/19037A, at 23

(1977).

It thus follows that the reviewer of a depreciation study must be able to determine,
preferably through the direct filing,and atleast in the form of comprehensive responses to
well-prepared discovery, the reasons why the preparer of the study chose one particular life
span curve or salvage value over another. The Department will continue to look to the
expert witness for nterpretation of statistical analyses but will consider other expert
testimony and evidence that challenges the pr
justification on the record for any variances resulting from the engineering and statistical
aralyses. D.P.U. 89-114/90331/91-80 (PhaseOng at 54-55. To the extent a depreciation
study provides a clear and comprehensive explanation of the factors that went into the
selection of accrual rates, such an approach will facilitate Department artdrvenor review.

4. Analysis and Findings

In D.P.U. 0827,at1031 04, t he Department approved AqQqu
and the use of the remaining life method, which is a wellccepted approach whereby the cost
of plant, less depreciation and net salvage, is recovered over the estimated remaining life of

the property in each plant accountSee e.q., Boston Gas CompanyD.P.U. 19470,

at 46, 51 (1978). The Department determinettiat it was reasonable to also apply that
depreciation study 1in t heDPGoh@a3begaGseths ubsequen
Company had not made any significant changes to its plant accounting operations since the

depreciation study.D.P.U. 11-43, at 199-200. Here, the Company proposes to use its
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depreciation study again, as approvedmP.U. 08-27 (Exh. DPU 4-7, Att. A). There have

(@)
(72}

been no significant changes in the Company
a change in the depreciatiomethodology from that approved iD.P.U. 08-27
(Exh. DPU 15-35). Therefore, we find that it is reasonable to apply in this proceeding the

depreciation study filed and approved iD.P.U. 08-27.

o
(2]

The Department has r evi ewe dlations, encludiogthe a ny
accrual rates applied to the depreciable plant balances and finds that the Company has
calculated its depreciation expense consistent with the method approvedRnU. 08-27.
Accordingly, the Depart meaionegpénsemi$? 008,778 Compan
which results in an increase of $182,571 to A

In testimony, Hingham and Hull recommend that the Company be restricted in its use
of its depreciation expense to fund only capl improvements Exh. TOWNS-DFR (Supp.)
at 26-27). The Department considers depreciation expense to represent a return of a
companyo6s DRWelsSA0,m223.. Funds generated through depreciation

expense are available to fund capital investment#ndrews Farm Water Company

D.P.U. 17-35-C at 162 (February28, 2018) Dover Water CompanyD.P.U. 18365, at7-8

(1976) affirmed, Fryer vs. Department of Public Utilities 374 Mass. 685, 692 (1978).

However, the Depart ment bsaafdeprectation exgense funcds ed a
except when a companyos pri orCfabPtUi br85C war r ant
at162163 (companyodés failure to maintain appropr.

funds for capital additions and improvemes warranted creation of funded deprecation
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account);D.P.U. 18365, at10 (company with inadequate bookkeeping practices directed to
create funded depreciation account). The facts presented here do not justify such action.
Further, the Department allowsompany management considerable discretion in its

operational choices.Harbor Electric Energy CompanyD.P.U. 17-136, at59 (July 31,

2018); D.P.U. 10-114, at119, citing D.P.U. 10-70, at 190; seeAttorney General v.

Department of Public Utilities 390 Mass.at 229. Accordingly, the Department declines to

restrict the Companyds use of depreciation

Q. Incomeand ExciseTaxes

1. Introduction

In its initial filing, Aquarion proposed to calculate income taxes using a pércent
federal income tax ree and an eight percent state franchise tax rakxfi. 2, Schs.28, 29).
The Company proposed to include in its cost of service $43,052 in state income taxes and
negative$158,514 in federal income taxes, based on the above tax rates and provisions for
items such as accelerated depreciation, bonus depreciation, capitalized repair deductions, and
other normalized itemsExhs. TMD at 23; 2, Schs. 1, 28, 29; DPU 20-35, Att. A).** In
addition, the Company calculated $22,268 in deferred state income taxes and $420,608 in
deferred federal income taxes and included these amounts in its proposed cost of service

(Exh. 2, Sch. 1). During this proceeding, the Company revised its incontax calculations to

13 The Company uses the normalization methof accounting for all book/tax timing

differences, with the exception of the capitalized repairs deduction in accordance with
the Tangible Property Regulations issued by the IRS in Septenfi&t3
(Exh. DPU 10-4).
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account for the lower federal income tax rate of 2dercent resulting from the2017 Tax Act
(Exhs. AWC-TMD-1, at 3, 10-11; 2 (Rev. 3), Schs.28, 29). The Company included in its
revised cost of service $41,239 in state income taxes arahative $102,245 in federal
income taxesExh. 2 (Rev. 3), Sch. 1). In addition, the Company also included in its
revised cost of service $22,268 in deferred state income taxes and $250,197 in deferred
federal income taxesHExh. 2 (Rev. 3), Sch. 1).

2. Pasitions of the Parties

The Company maintains that it has correctly calculated its state and federal income tax
expense (Company Brief &5). It argues that the Department should approve the tax
expenses as calculated by the Company (Company Briécg®t No other parly addressed
this issue on brief.

3. Analysis and Findings

a. Federal and State Income Taxes

The Department has | ong relied on the fAret

income taxes for ratemaking purpose®.P.U. 17-35-C at 132; Kings Grant \ater

Company D.P.U. 87-228, at20 (1988);D.P.U. 1270/1414, at45-46. Under this approach,
the return on rate base is first determined and then reduced by interest expeBsston Gas

Company D.P.U. 1100, at78 (1982); Western Massachusetts Electric @pany

D.P.U. 957, at70 71 (1982);D.P.U. 906, at 64-65; New Bedford Gas and Edison Light

Company D.P.U. 20132, at20 (1980). Various additions and deductions are then made, as

appropriate, to der i vWweP.UalOiGAzakdabhP.l& 83185¢16Me base
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at 15; D.P.U. 87-59, at 53-54; Dedham Water CompanyD.P.U. 205, at33 (1981). The

taxable income base is then grossed up for federal and state taxes to produce thexpre
income | evel (Ataxable income | evel o), to whi

Agawam Springs Water Company.P.U. 13-163, at58 (2014);D.P.U. 88172, at62.

Because the return on rate base method allows various adjustments to be reddiiyified
and made, the Department has directed that all companies use this method for the purpose of
computing income tax expenseD.P.U. 1270/1414, at46.

Aquarion did not use the return on rate base method to calculate its federal and state
income txes in its initial or amended filings; however, the Company provided the calculation
of federal and state income taxes using the return on rate base methdédlate Depar t ment 0
request Exhs. 2, Schs. 28, 29; 2 (Rev.) Schs28, 29; DPU 20-35). The Departmat will
use the calculation the Company provided in Exhibit DP20-35, adjusted as necessary for
consistency with our findings on rate base, rate of return, and other income tax components,
to derive Aquarionés income tax expense.

The 1.3785grossup facta provided in Exhibit DPU 20-35 appears to be derived
from different federal and state income tax rates than those currently in effect
(Exh. DPU 20-35, Att. A). The appropriate grosaup rate based on the current federal and

state income tax rates is 1.386™°>° D.P.U. 17-107, at145; NSTAR Electric

155 This grossup component recognizes thieductibility of state income taxes from

federal taxable income, and is calculated as follows:
1+ (1- (21 percent* (1- 8.0 percent) + 8.0 percent)). D.P.U. 17-107, at 145
n.101
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Company/Western Massachusetts Electric CompaDyP.U. 17-05-C at 48, 57 (February2,

2018). Accordingly, the Department shall use a grosp factor of 1.3759 to determine
Aquarionods federas$. andhstBéeparhnmeme adagepts t
remaining income tax computations, including the treatment of bonus depreciation for federal
and state income tax purposes, and finds them to be accurate and consistent with the return
on rate base methol® The appopriate levels of state and federal income tax, as well as
their calculations, are provided in Schedu& below.
Additionally, as discussedh Sectionll. above, the Departmenbpened an
investigation into the effect of the decrease in the federal cor@arincome tax rate, including
the excess recovery in rates of ADIT as of Januaty 2018. D.P.U. 18-15, Order Opening
Investigation at5. On September4, 2018, the Department found that it was more timely
and transparent for Aquarion to flow back exce#\DIT through a revenue requirement
reduction effective Novembet, 2018, rather than through thélechanismas Aquarion had
proposed. D.P.U. 1815D at 14. I n that same order, the Depa
calculation of an annual amortization arant of $156,297 and stated that this amortization
would be incorporated into our final Order irD.P.U. 17-90, along with any additional
directives. D.P.U. 18-15D at 16-17. The amortization of $156,297 is incorporated into

Schedule 8, below.

156 The Company reports that the017 Tax Act did not affectits ability to take advantage

of the capitalized repairs deduction or bonus depreciation federal income tax
purposegExhs. DPU 15-2; DPU 15-4;: AG 7-2, Att. A at 1-5).
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b. Excise Tax

In addition to state income tax, utilities are also subject to the Massachusetts excise
taxof0.26per cent, applicable to a corporationbs t
G.L. c. 63, 88 30 (10), 39; see,e.g., D.P.U. 13-163, at59-60; D.P.U. 13-75, at 265 n.180;
Massachusetts Department of Revenlechnical Information Release 185, SectionV
(Octoberl18, 2013)( i T 131&50), available at
https://www.mass.gov/technicahformationrelease/tir13-15-tax-changesn-the-fiscalyear2
014-budgetthe " According to TIR 1315, the excise component provided in G.lc. 63,

8 39 is a nonrincome measure. Thus, the excise component is not used in either the income

tax calculation or the computation of deferred income taxeb.P.U. 13-75, at 265 n.180.

Nonet hel ess, the excise tax component is incl
D.P.U. 13163, at59-60.

The Comp alayt éf $57,638,486, multiplied by the excise tax rate of
0.26 percent, produces an excise tax of $149,847. Therefore, the Department will include
excise tax expense «@dstoftsérvice, as8plodedintschédglel,ar i on o6 s

below.

157 A TIR states the official position ofthe Massachuset®epartment ofRevenue

( A DR, has the status of precedent in the disposition of cases unless revoked or
modified, and may be relied upon by taxpayers in situations where the facts,
circumstancesand issues presented are substantially similar to those in the TIR.
DOR, DOR Technia@al Information Releases,
https://www.mass.gov/lists/dotechnicalinformationreleaseglast visited October29,
2018).


https://www.mass.gov/technical-information-release/tir-13-15-tax-changes-in-the-fiscal-year-2014-budget-the
https://www.mass.gov/technical-information-release/tir-13-15-tax-changes-in-the-fiscal-year-2014-budget-the
https://www.mass.gov/lists/dor-technical-information-releases
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R. Property Taxes

1. Introduction

During the test year, Aquarion booked $458,047 in property tax and auto excise tax
expense on its property other than the Hingham/Hull Wi® (Exh. 2 (Rev. 3), Sch. 25,
at1). The Company initially propsed an increase of $37,835, for a proposed property tax
expense of $495,881Hxhs. JAU at 6; 2, Sch. 25, at 1). During the proceedings, the
Company revised this increase based on updated property tax billings and ultimately proposed
an increase of $73,83, for a proposed property tax expense of $531,88Bxhs. 2 (Rev. 3),
Sch. 25, at 1; DPU 11-1, Att. A; DPU 11-1, Att. A (Supp); RR-DPU-16)."*° Aquari onés
proposed property tax adjustment incorporates
property assessants by community multiplied by the current property tax rates in the
respective community, plus Community Preserva
taxes Exh. 2 (Rev. 3), Sch. 25, at 1-3).

2. Positions of the Parties

Aquarion argues that its proposegaroperty tax expense incorporates the actual

assessments and tax rates associated with the

158 Pproperty taxes associated with the Hingham/Hull WTPeaseparately recovered

through the Hingham/Hull WTPsurcharge Exh. 3 (Rev. 3), Sch. 2 at 2-3).

159 On August 10, 2018, the Company filed its most recent property tax bills with its

reply brief, hereafter cited as Exhibit DPUL1-1, Att. A (Supp.).
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tax bills (Company Brief at32, citing Exhs. DPU 11-1; Towns 2-18).1*° The Company
maintains that it has appropriately calculated its property tax expense #ng, the
Department should approve it (Company Brief 82-33). No other party addressed this issue
on brief.

3. Analysis and Findings

The Departmentds gener al policy is to base
tax bills a utility receives from the communities in which it has propertyD.P.U. 08-35,
at 150; D.P.U. 96-50 (Phase I) atLl09; D.P.U. 86-280-A at 17. The Department blds the
record in a proceeding open to receive the most current tax bills from cities and towns to the

utility. D.P.U. 88-67 (Phase) at 156-166; Colonial Gas CompanyD.P.U. 84-94, at 19

(1984). The Department considers it appropriate to permit sughdates because they are
based on information external to a company and almost entirely outside the control of the
company. D.P.U. 86-280-A at 17.
Aquarion has provided its most recent property tax billExh. DPU 11-1, Att. A
(Supp.))*®* The Departmenthss r evi ewed the Companyds calcul a

including those provided during the course of this proceedirigxfis. DPU 11-1, Att. A;

%0 TheCompanyés initial brief makes reference

(Company Brief at33). The updated increase of $73,839 was submitted on
Augustl1 0, 2018, after the Companyds initial Db

161 Aquarion is billed quarterly for most ral property; real property located in Oxford,

as well as several small parcels in Hingham, are billed seamnually
(Exh. DPU 11-1, Att. A (Supp.).



D.P.U. 17-90 Page244

DPU 11-1, Att. A (Supp.); AG 3-84, Att. A; RR-DPU-16, Att. A). *°? Based on our review,

the Department finds that Aquarionb6s calcul at
contained in the most recent tax billg.€., personal and property assessments, mill rate, and

CPA charge), andheyresult in a nonspeculativer el i abl e measure of the
year tax expense that satisfies the&eegpart men
D.P.U. 17-05, at 251; D.P.U. 12-86, at 243245; D.P.U. 95118, at148. Therefore, the
Department f i nds dpdriataxestchnsist @@ $384p0&7nnypérsonapproperty

taxes, $195,895 in real estate taxes, and $1,924 in auto excise taxes, for a total property tax

of $531, 886. Accordingly, the Department app
$73,839 to test yearcost of service.

S. Sewer Use Charges

1. Introduction

During the test year, the Company booked $7,767 in expenses related to sewer
charges from Millbury Exh. 2 (Rev. 3), Sch. 26, at 1). In its initial filing, Aquarion
proposed to increase the expense for sewharges by $356, for a total expense of $8,123

(Exhs. JAU at 7; 2, Sch. 26, at 1).1%®* During the proceeding, based on the most recent

162 The personal property tax bills issued by Hingham are associated with the

Hingham/Hull WTP (Exh. DPU 14-8, Att. B).

163 Millbury bills Aquarion semi-annually for sewer service, with the first bill covering

service during the first half of the calendar year and the second bill covering service
during the second half of the calendar yedexh. DPU 11-3, Att. B).
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sewer bills received from Millbury, Aquarion proposed to increase the adjustment to $1,691,
for a total expense of $9,457Exh. 2 (Rev. 2), Sch. 26, at 1).

2. Positions of the Parties

The Company asserts that it correctly calculated this expense and that the Department
Sshould approve the Companyds prop83h.eNd sewer u
other pary addressed tlsiissue on brief.

3. Analysis and Findings

The Department typically includes a test year level of expenses in cost of service and
will adjust this level only for known and measurable change®.P.U. 17-107, at 104, citing
D.P.U. 11-01/D.P.U. 11-02, at 345; D.P.U. 07-71, at 120; D.P.U. 87-260, at75. The
Department has examined the supporting data and underlying assumptions behind the
Companyb6s proposed Eshs.@@Rev.3), Sch.2@ ap,ust ment (
DPU 11-3, Atts. A, B).

The Company proposes a priorma sewer use of81@ housand gall ons (AT
on usage between July, 2016, and June30, 2017 Exhs. 2 (Rev. 3), Sch. 26, at 2;
DPU 11-3, Att. B) . However, AquariondsTGE®st year sewd
(Exh. DPU 11-3, Atts. A, B). The Company did not provide evidence that its test year
sewer use of 670TG is abnormal or not representative. Accordingly, the Department will

establish Aguarionb6és sewer use expense based

164 The difference between the December 31, 2015, meter reading of 7,505 TG and
December 30, 2016, meter reading of 8,175 TG is 670 TG (ExBPU 11-3, Atts. A,
B).
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Effective July 1, 2017, Millbury increased its metered sewer rate from $8.72 per TG
to $11.59 per TG Exh. DPU 11-3, Atts. A, B). The Department finds that this rate increase
represents a known and measurable change to t
SeeD.T.E. 0527, at 194;D.P.U. 86-172, at15-16; D.P.U. 84-33, at 66. Application of
the current $11.59 per TG rate to the Company
proforma sewer expense of $7,765. Accordingl
proposed cost of service by $1,692.

T. Goodwill Fire Charge Credits

1. Introduction

During the test year, the Company provided $23,553 in goodwill credits to certain
private fire connection customergkh. TMD at 21). Because the credits were considered to
be nonrecurring in nature, the Company removed them from the test year cost of service
and thus proposed to reduce its cost of service by $23,558xhs. TMD at 21; 2 (Rev. 3),
Sch.17).

2. Positions of the Parties

The Company argues that the goodwill credits menonrecurring, and it was
therefore appropriate to remove the associated expense from the test year cost of service
(Company Brief ats5). It claims that the adjustment was made consistent with the

Depart ment 6s -tecumirgtexpenses anghduld thasre approved (Company

Brief at 55). No other party addressed this issue on brief.
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3. Analysis and Findings

The Department typically includes a test year level of expenses in cost of service and
will adjust this level only for known and measurablehanges. D.P.U. 17-107, at 104, citing
D.P.U. 11-01/D.P.U. 11-02, at 345; D.P.U. 07-71, at 120; D.P.U. 87-260, at75. In this
regard, the Department has consistently held that there are three classes of expenses that are
recoverable through base rateq1) annually recurring expenses; (eriodicdly recurring
expenses; and (3)onrecurring extraordinary expensed.P.U. 17-107, at 104105, citing
D.P.U. 11-01/D.P.U. 11-02, at 345; D.T.E. 9851, at 35; D.P.U. 95118, at121-122;
D.P.U. 1270/1414, at32-33.
Until Septemberl , 2016, the Companyé6és small est pri

was for a @ mrcrhe otr i Aquaridie&aterdCompany of Massachusetts

D.P.U. 16140, at1 & n.1 (2016). Atthetime, Aquar i ono6s pr i vaesweref i re g
established, those rates were used primarily by commercial customers with connections of

four inches in diameter or larger. Aquarion Water Company of Massachusetts

D.P.U. 16-140A at 2 (2017). As a result of new construction and changes iretibuilding

code, the number of private fire connections smaller than four inches in diameter significantly
increased and these nemommercial customers were paying higher rates than the costs the
Company incurred to provide service through these smallengections. D.P.U. 16-140-A

at 2-3. During the test year, the Company provided goodwill credits to these customers
(Exh. TMD at 21). On August8, 2016, the Company proposed six lower private fire

protection rates for connections that were less than fanches in diameter. D.P.U. 16-140,
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at1. The Department allowed the new private fire protection rates effective Septenther
2016, subject to further investigation and subsequently granted final approval in May 2017.
D.P.U. 16-140-A.'® As a result, privae fire protection customers with connections smaller
than four inches are now billed at the | ower
Company has terminated its practice of issuing goodwill credits to these customers
(Exhs. TMD at 21; 2 (Rev. 3), Sch.17).

Accordingly, the Department finds that the goodwill fire charge credits represent a
nonrecurring expense. Therefore, the Depart mel
$23,553to its cost of service.

u. Tangible Property Credit

1. Introduction

I n 2013, the I RS promulgated new tangi bl e
companies to adopt an alternative method for determining how capital expendreleged

tangible property can be treated for federal tax purpose&guarion Water Compny of

Massachusettd.P.U. 14-58, at 2 (2014). More specifically, the TPR provide that certain
expenditures that were historically treated as capital additions for tax purposes instead could
be treated as expenses for tax purposeB.P.U. 14-58, at 2 (2014). As a result of the

change in TPR, the Company calculated a tax credit of $410,0®¢hich it applied to its 2013

federal income tax returnExh. DPU 9-3).

165 The new fire protection rates are for ongch, oneandonequarterinch,

one-andone-half-inch, two-inch, two-andonehalf-inch, and threeinch private fire
protection connections. D.P.U16-140-A at 3.
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Subsequently, the Department approved a settlement agreement between Aquarion and
Attorney General whereby the Company would pass back the $410,000 tax credit in the form
of a credit on customer bills Exh. JAU at 6). SeealsoD.P.U. 14-58, at5. The Company
provided the credit to customers for the period of Januaty 2015 to December 31, 2Q5,
after which there remained a balance of $20,166xh. JAU at 6). The Company proposes to
amortize the remaining balance over three years atitus included a corresponding
reduction to its testyear cost of service of $6,722Kxhs. JAU at 6; 2 (Rev. 3), Sch. 19).

2. Positiors of the Parties

a. Hingham and Hull

In testimony, Hingham and Hullassertthat because the $20,165 remaining balance of
the tangible property credit is a small percentages(, five percent) relative to the original
amount, it should tilly be refunded to ratepayers during the rate year rather than amortized

over three yearsExhs. TOWNS-DFR at 26; TOWNS-DFR (Supp.) at23).

b. Company

The Company states that at the end of 2015, the end of the credit period approved in
D.P.U. 14-58, a balane of $20,165 for the credit had yet to be returned to ratepayers
(Company Brief at33, citing Exh. JAU at 6). The Company argues that the Department
should approve its proposal to amortize the remaining balance over three years to ensure that
customers reeive the full value of the TPR credit approved in thB.P.U. 14-58 settlement

(Company Brief at33-34). No other party addressedhis issue on brief.
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3. Analysis and Findings

In 2014, the Department approved the settlement between the Company and Attorney
General to pass back the TPR tax credit to customers through a-gear rate reduction.
D.P.U. 1458, at 3, 5. During 2015, the Company passed $389,835 of the $410,000 along
to ratepayers, leaving a balance of $20,16Bxhs. JAU, at 6; DPU 9-3). The Company
confirmed that there were no subsequent adjustments to the $410,000 tax credit
(Exh. DPU 9-3).1%® Accordingly, the Department finds that it is appropriate to return the
balance of $20,165 associated with the TPR tax credit to ratepayers, as contemptgtéiae
settlement inD.P.U. 14-58.

The Company proposes a thrgeear amortization of the balanceekhs. JAU at 6;

2 (Rev. 3), Sch. 19). Hingham and Hull propose to return the balance of the tangible
property credit in the rate yearExhs. TOWNS-DFR at 26; TOWNS-DFR (Supp.) at23).
Amortization periods in general are determined based on a elg&ase review of the
evidence and underlying factsD.P.U. 08-27, at9; D.P.U. 93-223B at 14;

D.P.U. 84-145A at 54. The Department determines thaimortization is appropriate to
effect a dollarfor-dollar recovery. SeeD.P.U. 07-71, at 54. In contrast, returning the

entire balance in the rate year would result in a credit of $20,165 per year on an annual basis

166 The settlement provided thahe Company shall defer on its accounting and financial

records, and include for recovery or refunchiits next general rate application, the
amount that has been passed back to customers that is different from that amount
allowed by the IRS D.P.U. 14-58, at4. The Department directed than any
remaining balance at the end of the passback period, whetiasitive or negative, be
booked to Account 317. D.P.U.14-58, at 5.
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until Aquar i on 6 sntheeelativelyrsmdll dollac ansumt.remairiing of ehe

deferred TPR credit, the Department finds that three years is an appropriate amortization

peri od. Consequently, the Department approve
of service by $6,722.

IX. CAPITAL STRUCTURE AND RATE OF RETURN

A. Capital Structure

1. Introduction

As of the end of the test year, Aquarionos
in long-term debt, $1,462,901 in shorterm debt, and $16,378,826 in common equity
(Exh. 6, Sch. 1). These balances represented a capital structure consisting of 5e32ent
long-term debt, 3.99percent shorterm debt, and 44.6%ercent common equityExh. 6,
Sch.1). Aquarion proposed a capital structure consisting of 51.p8&rcent longterm debt,
4.01 percent shorterm debt, and 44.91percent common equity, based on the repayment on
Augustl, 2017, of $180, 000 for a Massachusetts P
(Exhs. TMD at 27; 6, Sch. 1).

During the proceedings, the Company revised itsgmosed capital structure to exclude
shortterm debt and reduce lonterm debt by an additional $190,000 to recognize an
additional principal payment on the MPAT loan scheduled to take place on Audys2018
(Exhs. 6 (Rev. 3), Sch. 1; AWC-TMD-1, at 6, 8-10; DPU 16-6, Att. A). These revisions
resulted in a capital structure consisting of $18,440,000 in leteym debt and $16,378,826 in

common equity Exhs. 6 (Rev. 3), Sch. 1; DPU 16-6, Att. A). These balances produced a
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capital structure consisting of 52@percent longterm debt and 47.04ercent common equity
(Exh. 6 (Rev. 3), Sch. 1).

2. Positiors of the Parties

a. Hingham and Hull

Hingham and Hull argue that in its initial filing, the Company included the cost of
shortterm debt (.e., $25,747) in its revenue requirement based on a cost rate of
1.76 percent (Hingham/Hull Brief atl8). Hingham and Hull contend that regardless of
whethershott er m debt i s excluded from the Companyo

shoul d reduce t herevenhoamggairenyedt by $po5665masedeon the

average cost of Eversourcedés commerci al paper
at18-19).
b. Company

The Company argues that its proposal to set rates based on its actual capital structure
as of DecembeBl, 2016, adjusted for known redemptions of $370,000 associated with the
MPAT loan, results in 52.96percent longterm debt, and 47.04oercent common equity
(Company Brief at67, 68, citing Exhs. TMD at 27-32; 6 (Rev. 2), Sch. 1). The Company
asserts thithis capital structure is consistent with Department precedent (Company Brief
at 67-68, citing Exhs. TMD at 27-32; 6 (Rev. 2), Sch. 1; D.P.U. 11-43, at 204; High Wood

Water Company D.P.U. 1360, at26-27; Blackstone Gas Company.P.U. 1135, at4

(1982)) Further, Aquarion maintains that its proposed capital structure of 47.pércent

common equity is consistent with capital structures approved by the Department for other
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water utilities (Company Brief a68, citing D.P.U. 14-120, at121; D.P.U. 13-163, at 67,

D.P.U. 11-43). The Company states that it corrected its capital structure to eliminate the use

of shorttermdebtto (1)i ncor por ate the Depart mendnddebtf i ndi n
will decrease as a result of the change in control; an®) (align the proposed capital structure

with the Departmentds rat emaki-tegndgbtiratiet i ces, w
capital structure (Company Brief at0, citing Exh. AWC-TMD-1, at 8-10). No other party

addressed this issue on brief.

3. Analysisand Findings

A companyd6s capital st r decndebt ereférrgdsiock,al | 'y co
and common equity.D.P.U. 17-107, at159; D.P.U. 08-35, at 184; D.T.E. 05-27, at 269;

D.T.E. 0340, at 319; D.T.E. 01-56, at 97; Pinehills Water CompanyD.T.E. 01-42,

at 17-18 (2001); Fitchburg Gas and Electric Light CompanyD.T.E. 99-118, at62 (2001);

D.P.U. 87-228, at22. The ratio of each component in the total capital structure is used to
weight the cost (or return) of each capital structure companéo derive a weighted average
cost of <capi bRU. 1T 1W0AWHKIEE D.T.E. 0340, at 319. The WACC is

used to determine the return on rate base used for calculating the appropriate debt service and
profits for the company to be included int$ revenue requirementD.P.U. 17-107, at 159;

D.T.E. 01-42, at 18; South Egremont Water Companyp.P.U. 86-149, at5 (1986).

The Department wil/ n o r mend dapital stractueept a ut i |
allowing for known and measurable changes, urddle capital structure deviates substantially

from sound utility practice. D.P.U. 17-107, at160; D.T.E. 0340, at 319; D.P.U. 1360,
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at26-27; D.P.U. 1135, at4. Adjustments to test yeaend capitalization to recognize
redemptions, retirements, or issnaes of new debt or equity are allowed, provided that they

are known and measurable and the proposed issuance or retirement of securities has actually
taken place by the date of the OrderD.P.U. 17-107, at 160; D.T.E. 03-40, at 323. In

reviewing and aplying utility company capital structures, the Department seeks to protect

ratepayers from the effect of excessive rates of returBlackstone Gas Company

D.T.E. 01-50, at 25 (2001); D.P.U. 9592, at 33; Wylde Wood Water Works
D.P.U. 86-93, at 25 (1986).

The Department generally does not include shoetm debt in capitalization because
shortterm debt is traditionally not used to finance costs included in rate base.
D.P.U. 17-107, at160-161; D.T.E. 02-24/25, at209. Instead, shorterm debt is primarily
used to finance construction and the day to day operations of the utiliy.P.U. 17-107,

at161; D.T.E. 02-24/25, at 209; seealso Massachusetts Electric Compan.P.U. 19497,

at 32 (1978). Interest costs associated with shéetm debt used for these purposes are
provided for through the utilitydéds AFUDC and

D.T.E. 02-24/25, at209; New England Telephone and Telegraph CompaiyP.U. 86-33-G

at 380-381 (1989). Another factor in excludinghortterm debt from capitalization is that
shortterm balances and interest rates are often considered too volatile to be representative of
a Cc o0 mp a ntgrrd sapithl costg D.T.E. 02-24/25, at209; D.P.U. 9540, at 85;

D.P.U. 86-33-G at 380-381; D.P.U. 19497, at32.
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On occasion, the Department has included shtetm debt in capitalization when it is
demonstrated t h-gertmdebhpiays the rolé of longeins delst.h o r t

D.P.U. 0827, at 128; D.P.U. 86-86, at 22-23; Westhampton Wate€Company

D.P.U. 1034, at6 (1982); Pequot Water CompanyD.P.U. 938, at8 (1982); Chatham

Water Company D.P.U. 323, at8 (1981). The Department does not find the factual

situation in this case warrastthe inclusion of shot er m debt i n alAtouctuaer i on o6 s
Cf. D.P.U. 08-27, at 126:127 (shortterm debt represented over 22ercent of total
capitalization, was being used to support plant assets, &adnclusion produced
capitalization ratio consi st enthiseaseithe Company?o
evidence demonstr at e gerntdebdldalarcaiuang Dotespyaawgsdé s s hor
not unusually high andvas not targeted toward the permanent financing of assé&sHs. 6,
Sch.1; DPU 5-19; DPU 16-3). Therefore, the Department find that it is appropriate to
exclude t he @Geomdel finoyn dsscapgahzationt

As a result of exc/l tedndabybalancesfronCits capitalny 6 s s ho
structure, shortt er m debt is no | onger incl ewwma i n the
requirement . Hi ngham and Hull 6s proposed ad)]j
that interest expense is included in the revenue requirement aside from being a component of
the overall weighted cost of capital that is then applied to rdiase to derive an interest
expense for income tax computation purposeb.P.U. 17-107, at 143-144;
D.P.U. 1270/1414, at45-46; D.P.U. 957, at70-71; D.P.U. 906, at64. As aresult, no

further adjustment is required.
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The adjustments discussed above todpterm debt produce a capital structure
consisting $18,440,000 in longerm debt and $16,378,826 in common equity. These
balances produce a capital structure consisting of 52 cent longterm debt and
47.04 percent common equity. The Department willse this capital structure for purposes of
calcul ating Aquarionbés overall cost of capita

B. Cost of Debt
1. Introduction

Agu ar i oyearend longtarm debt consisted of $7,000,000 in 7.7f4ercent series
general mortgage bonds, $1,400,000 in 9.¢%rcentseries general mortgage bonds,
$1,410,000 in a zero percent loan from the MPAT, and $9,000,000 in 4.%krcent series
general mortgage bond€khs. 6, Sch. 1; 6 (Rev. 3), Sch.1 ) . The Cotepnany 6s s
debt consisted of $1,462,901 in notes payable tgéarion Company at the shoterm
borrowing rate of 1.76percent Exh. 6, Sch. 1).

Aquarion initially proposed a weighted longerm debt cost of 5.81percent, based on
the respective ratios and effective interest rate applicable to each {&mg debt seies and
the redemption of $180,000 on its MPAT loanExhs. 6, Sch. 1; AWC-TMD-1, at 8).

Further, the Company proposed a sherm debt cost of 1.76percent Exhs. 6, Sch. 1;
AWC-TMD-1, at 8).

In its supplemental filing, Aquarion removed the shetérm debt component from its

test yearend capital structure and incorporated an additional redemption of $190,000 on its

MPAT loan scheduled for August 1, 2018Exhs. 6 (Rev. 3), Sch. 1; AWC-TMD-1, at 9-10;
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DPU 16-6, Att. A). Consequently, the Company propose revised weighted cost of
long-term debt of 5.87percent Exhs. 6 (Rev. 3), Sch. 1; AWC-TMD-1, at 10; DPU 16-6,
Att. A).

2. Positions of the Parties

The Company argues that its cost of lortgrm debt of 5.87percent reflects the
Company6s adebtasetthe eru sfithe tegtear (Company Brief a68, citing
Exh. 6 (Rev. 2), Sch. 1). Aguarion argues that its debt rate is consistent with Department
precedent because it reflects the Companyds a
at 68, citing D.P.U. 90-121, at 157). No other pary addressed this issue on brief.

3. Analysis and Findings

The Department has reviewed the evidence a
calculating the effective interest rates associated with its ldagn debt isconsistent with
Department preceden&khs. 6 (Rev. 2), Sch. 1; DPU 16-6, Att. A). D.P.U. 11-43,
at 206-207; D.P.U. 08-27, at 128; D.P.U. 92-101, at63. Accordingly, the Department shall

apply a weighted cost of longerm debt of 5.87percent.

C. Return onCommon Equity
1. Company Proposal
Aguarion based its requested rate of retur

Department s optional cost o étseq.(Exhi TV atr2@.gul at i
Pursuant to this regulation, a water company may requdsit the Department establish its

all owed ROE based on the formula contained in
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formul a. o This f or mul amontheakeeage ot3y@ar most r ecent
U.S. Treasury bond interest rates based on a date pnoate to four months after a
companyo6s f il i ngpereentd.Opectahtsor &5pérder, dependirtg on the
companyo6s common CMRAL.D1, 31.03. ahe regulation fArtheél provides
that, unless the Department determines otherwige allowed ROE may not be less than
11.5 percent or exceed 14.percent. See220 CMR 31.03. If a company elects this option,
it is deemed to have presented a prima facie case concerning its allowed ROE and to have
established a rebuttable presumptitmat the application of the formula will result in a fair
and reasonable allowed ROE. 220 CMR 31.02.

The Company states that application of the optional cost of equity calculation
regulation, 220CMR 31.03, yields an ROE of 11.5 percent Exh. TMD at 28).
Nonetheless, the Companygproposes to reduce the results of the optional formula results and
instead proposes a 10.percent ROE to reduce its rate increase requesklis. TMD at 28;
6, Sch. 1 (Rev. 3)).

2. Attorney General Proposal

a. Introduction

The Attorney General proposes an 8ercent ROE, based on a discounted cash flow
(ADCFo) and capital asset pricing model (ACAP

gas companiesExhs. AG-JRW at1-2, 5; AG-JRW-1 (Supp.) at2).**” As discussed below,

167 The Attorney General originally proposed an 8 dercent ROE but revised her

proposal during the course of the proceeding due to changes in capital market
conditions (Exhs AG-JRW & 5; AG-JRW (Supp.) atl, 2).
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the Attorney General used a quantitative analysis and, because it gives greater weight to the
DCF model, chose the upper bound of 8.@ercent as the appropriate return on equity for
Aquarion (Exhs. AG-JRW at5, 36-37; AG-JRW-1 (Supp.) at2).

To perform its DCF and CARM analyses, the Attorney General relied on financial
data from two proxy groups Exh. AG-JRW at5). The first proxy group consists of nine
publicly held water ¢ o mpmadrihe sesond pfoXygroup considts o x y
of seven publiclyheldn at ur al gas distribution companies
(Exh. AG-JRW at9).'%81%° The Attorney General states that she analyzed the Gas Proxy
Group in addition to the Water Proxy Group because there is limited data available regarding
water companiesixh. AG-JRW at5).

The companies included in the Water Proxy Group and the Gas Proxy Group are

reported on by theValue Line Investment Survey i Va | u e Exh.iAG-8RW) at9J.

Using data from the Water Proxy Group, the Attorney General estimated an ROE ranige o
7.9 to 8.65 percent based on the CAPM and the DCF analyses, respectively
(Exhs. AG-JRW at36; AG-JRW-1 (Supp.) at4-6). Using data from the Gas Proxy Group,

the Attorney General estimated an ROE range of #®8.7 percent based on the CAPM and

168 The proxy group includes the following watecompanies: (1) American States Water

Company; (2)American Water Works; (3)Aqua Americg (4) Artesian Resources
(5) California WaterCompany (6) Connecticut WatelCompany (7) Middlesex Water
Company; (8)SJW Corporation; and (9)ork Water Company Exh. AG-JRW at9).

189 The proxy group includes the following gasompanies: (1) Atmos Energy

Corporation; (2)New Jersey Resources; (3Yorthwest Natural Gas Company;
(4) One Gas,Inc.; (5) South Jersey Industries; (6outhwest Gas; and {7Spire, Inc.
(Exh. AG-JRW at9).
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the DCF analyses, respectivelygxhs. AG-JRW at36; AG-JRW-1 (Supp.) at4-6). The
Attorney General relies primarily on the DCF model andherefore recommends that the
appropriate equity cost rate for the companies in the two proxy groups is in the 7.9 to
8.7 percent range Exhs. AG-JRW at36-37; AG-JRW-1 (Supp.) at6).

b. Financial Models

i Discounted Cash Flow Model

The DCF model iI's predicated on the concept
present discounted value of the future dividends that investexpect to receive
(Exh. AG-JRW at1l). The Attorney General relied on a constant growth DCF model,
reasoning that the public utility business is in the steaskate (or constant growth) stage of a
threestage DCF Exh. AG-JRW at14).>"® The Attorney Generbbased her DCF analysis
upon the following formula:

P=D,/(A+k) ' +D o/ (1+k) *+..+D ,/(1+k) "

10 Thethreest age DCF model assesses the connectio

and the profitability of its internal investments, which in turn, is laggy a function of

the life cycle of the product or servicelExh. AG-JRW at 12). The first, or growth,

stage is characterized by rapidly expanding sales, high profit margins, and abnormally
high growth in earnings per share, resulting in a low payout andrapetitors who are
attracted by the unusually high earninggxh. AG-JRW at 13). The second, or

transition stage, occurs in later years, when increased competition reduces profit
margins and earnings growth slows. With fewer new investment opportunitibg,
company begins to pay out a larger percentage of earningsh. AG-JRW at 13).

The third, orsteadyst at e, stage i s achieved when the
opportunities offer, on average, only slightly attractive returns on equity

(Exh. AG-JRW at 13). At that time its earnings growth rate, payout ratio, and return
on equity stabilize for the remainder of its lifeExh. AG-JRW at 13). The
constanigrowth DCF model is considered to be appropriate when a firm is in the
maturity stage of the life cyte (Exh. AG-JRW at 13).
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where (1) P is the current stock price; (2D, is the dividend in year n; and (3X is the
discountratee., t he i nvest orEghsAGrRIJRWati2y. ed ROE) (

The Attorney General 6s DCF analysis indica
the Water Proxy Group and 8.7 percent for the Gas Proxy Groupxhs. AG-JRW at25-26;
AG-JRW-L (Supp.) at4; AG-JRW-2 (Supp.) atl). To determine the cost of equyt using the
constant growth DCF model, the Attorney General multiplied the estimated dividend yield by
a oneandonehalf growth adjustment, plus the growth rates of the proxy groups
(Exhs. AG-JRW at25-26; AG-JRW-10, at 1). The Attorney General used a didend yield
of 2.1 percent in her DCF analysis of the Water Proxy Group, adjusted by 1.0325, which
resulted in a dividend yield of 2.17percent Exhs. AG-JRW-1 (Supp.) at4; AG-JRW:2
(Supp.) atl). The Attorney General used a dividend yield of 2.8ercen in her DCF
analysis of the Gas Proxy Group, adjusted by 1.0290, resulting in a dividend yield of
2.88 percent Exhs. AG-JRWAL (Supp.) at4-5; AG-JRW2 (Supp.) atl).

In developing the expected growth rate, the Attorney General relied on the historic
and projected growth rates of earnings per share, dividends per share, and book value per
share provided by Value Line and the earnings growth forecasts of Wall Street analysts
provided by Yahoo, Reuters, and Zack&kh. AG-JRW at17). Although the Attorney
General assumed that earnings and dividends would exhibit similar growth rates over the very
long term, she also relied on other growth indicators, such as prospective dividend growth,
internal growth, and projected earnings growth, to compensate for whiag sonsiders to be

an upward bias among Wall Street securities analy$Est{. AG-JRW at21-22). The
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Attorney General used DCF growth rates of 6.percent for the Water Proxy Group and
5.8 percent for the Gas Proxy GroupExhs. AG-JRW at24-25; AG-JRW-1 (Supp.) at4).
Next, the Attorney General added the estimated growth rates to the adjusted dividend
yields to determine her cost of equity for the Water Proxy Group and Gas Proxy Group
(Exh. AG-JRW at25-26). Adding a growth rate of 6.5percent to anadjusted dividend yield
of 2.17 percent produced an ROE of 8.6percent for the Water Proxy Group
(Exhs. AG-JRW at25-26; AG-JRW-1 (Supp.) at4; AG-JRW,2 (Supp.) atl). Similarly,
adding a growth rate of 5.8percent to an adjusted dividend yield of 2.88rcent produced an
ROE of 8.7 percent for the Gas Proxy GroupExhs. AG-JRW at25-26; AG-JRW-1 (Supp.)
at4; AG-JRW-2 (Supp.) atl).

il Capital Asset Pricing Model

Under the CAPM, the expected return of an equity security is equal to ¢he rate on
a risk-free bond, normally reflected as the yield on lorgrm U.S. Treasury securities plus
(2) an additional risk premium to compensate equity investors for taking on the two forms of
risk associated with common stoclekh. AG-JRW at26-27). These investment riss are
marketspecific risk (.e., systematic risk) and firmspecific risk (.e., unsystematic risk);

under CAPM theory, investors only receive a return on systematic riskxh. AG-JRW

at2 6 ) . The Attorney General 6s CdferMulaanal yses a
K=R i+ b*[E(Rp) - (R)]
where (1) K is the expected retur nnRiistherisgk c¢c o mp a

free rate; (3)b (or beta) is the measure of individual stock risk relative to the market risk;
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and (4) E(Ry) - (Ry) is the equity risk premium, or the difference in the expected returns
between investing in equity securities and investing in safer, fixed income securities
(Exh. AG-JRW at26-27).

The Attorney General used the 3@ear U.S. Treasury bond rate as a proxy fohe
risk-free rate Exh. AG-JRW at28). The Attorney General stated that the yield on 3@ar
U.S. Treasury bonds has been in the 2.5 to 4ffercent range during 2013 through 2017
(Exhs. AG-JRW at28; AG-JRW-11, at 2). The Attorney General employed Valukine
betas, calculating a median beta of 0.70 for the Water Proxy Group and 0.78 for the Gas
Proxy Group Exhs. AG-JRW at29; AG-JRW11, at 3).

To develop her equity risk premium, the Attorney General compiled a comprehensive
list of studies of historicalr i s k pr e minumnesd, nfoedx | s, assorted aca
surveys, and a building block method from whickheextracted a subset of studies published
after January2, 2010 (Exhs. AG-JRW at33-34; AG-JRW-11, at 5-6). The Attorney General
used an equy risk premium of 5.5 percent from the results of this subset of studies
(Exh. AG-JRW at34).

Using arisk-free rate of 4.0 percent, a beta of 0.70, and a median equity risk
premium of 5.5 percent, the Attorney General calculated an ROE of 7p@rcent forthe
Water Proxy Group using the CAPMExhs. AG-JRW at36). Likewise, using arisk-free
rate of 4.0 percent, a beta of 0.78, and a median equity risk premium of 5gercent, the
Attorney General calculated an ROE of 8.3 percent for the Gas Proxy Gro&xlf. AG-JRW

at 36).
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3. Hingham and Hull Proposal

Hingham and Hull initially proposed an 8.percent ROE based on the optional
formula provided in 220CMR 31.03 and consideration of a number of quantitative and
gualitative factors Exh. TOWNS-DFR at 13-16). In their analysis, Hingham and Hull
calculated an allowed ROE of about 5.8ercent, based on thevelve-month average for 2017
of the monthly yields on 3@year U.S. Treasury bonds, plus threpercent, which they
identified as the low end of a reasobé range of ROEs appropriate for Aquarion
(Exh. TOWNS-DFR at 13-14). Hingham and Hull also considered the returns recently
granted and those expected to be granted in f
affiliates in Connecticut and New Hampshirayith allowed ROEs of 9.63percent and
96percent as of 2013, and determined that the
significantly gr alawee ROE$Hxta NOWNEBFR atfl516)l | at es 0
Additionally, Hingham and Hull reviewed the Compay 6 s r el ati ve ri sk vers
Massachusetts water companies, noting that two of the three water companies relied upon by
Aquarion for authorized ROE comparisons have much different risk profiles, are riskier
investments, and do not have the finaial backing of a large financially strong holding
company Exh. TOWNS-DFR at 16). Further, Hingham and Hull included in their analysis
a reduction in Aquarionodés financi al ri sk from
Companyos af f isduicea@xh. SOWN&DRR lat 1% ¥7¢ Finally, Hingham
and Hull pointed to prevailing interest rates and the ability of the Company to meet its capital

needs without significant borrowingExh. TOWNS-DFR at 17-18). In their initial analysis,
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HinghamandHU | concl uded that the Q@ammtanydéds ROE sh
threepercent lower thanthe 10.p er cent r equested by Aquarion d
financial risk in comparison to the companies relied upon for comparison, and they
recommended an ROE .5 percent Exh. TOWNS-DFR at 16).
Based upon their review of the Attorney Ge
economic conditions and financial markets, and an assumed increase in water sales, Hingham
and Hull subsequently revised their propose®R to 8.4 percent Exh. TOWNS-DFR
(Supp.) at17-18). Hingham and Hull state that their original analysis equally supports this
proposal Exh. TOWNS-DFR (Supp.) at18). Additionally, Hingham and Hull propose a
further reduction of 0.4percent to provide he Company with an added incentive to reduce its
UAW to 15 percent, thus producing a recommended ROE of §6ércent
(Exhs. TOWNS-DFR at 18-19; TOWNSDFR (Supp.) at18). Finally, Hingham and Hull
propose that if the Depart kezhanismapapt oves GBSgmpal
ROE be further reduced to 7.7%ercent in recognition of the lower financial risk associated
with accelerated capital cost recoverfexh. TOWNS-DFR (Supp.) at18).

4. Positions of the Parties

a. Attorney General

The Attorney Generbstates that based on her DCF analysis resulting in an ROE in
the range of 8.3 to 8.5percent and her CAPM analysis resulting in an ROE in the range of
7.9 percent to 8.3percent, she recommends an ROE of 8pércent (Attorney General Brief

at 24-25, 28-30, citing Exhs. AG-JRW, at5; AG-JRW (Supp.) at2, 4). The Attorney
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General asserts that her overall cost of equity estimates are reasonable and appropriate
(Attorney General Brief at30). Further, the Attorney General maintains that an ROE of
8.7 percent is more than adequate for Aquarion to attract capital on reasonable terms, to
maintain financial integrity, and is comparable to returns on investment of similar rigkus

meeting theHope and Bluefield standards (Attorney General Brief &4; Attorney General

Reply at12, 14, 15). SeeFederal Power Commission v. Hope Natural Gas Company

320U.S.591 ( 1Hoged ) , @Hefield Water Works Improvement Company v. Public

Service Commission of West Virginia 262 U. S. B&fiéld () Acedzdihy to thei

Attorney General, withan ROEof8.7per cent , t he Companyds over al
7.2 percent (Attorney General Brief a5).

Noting that the Department has accepted the use of a comparison group of companies
for evaluation d a cost of equity analysis when a distribution comparsuch as Aquarion,
does not have common stock that is publicly traded, the Attorney General states that she
evaluated the return requirements of investors in the common stock of a Water Proxy Group
ard a Gas Proxy Group (Attorney General Brief &7, citing Exh. AG-JRW at 810
(additional citations omitted)). The Attorney General contends that, because the cost of
capital is estimated using capital market data, it is appropriate to evaluate the dosapital
based on a group of utilities of similar investment risk profile (Attorney General ReplyZi,
citing 262 U.S. 679; 320U.S. 591).

According to the Attorney General, the S&P issuer credit ratings for Aquarion and the

Water Proxy Group are both A and the average S&P rating for the Gas Proxy Group is
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A/A - (Attorney General Brief at27, citing Exh. AG-JRW at10; Attorney General Reply

at 13).}"! Based on these ratings, the Attorney General claims that the investment risk for
Aquarion is generally n line with the proxy groups (Attorney General Brief a8, citing

Exh. AG-JRW at10; Attorney General Reply alL3, 14). Moreover, the Attorney General
argues that the Companyds high credit rating
ROE in thelast few years has been about 200 basis points below her jgercent

recommendation (Attorney General Reply at, citing Exh. TMD at 3).

Further, the Attorney General estimated the DCF equity cost rate of 8 ércent for
the Water Proxy Group and 8.percent for the Gas Proxy Group (Attorney General Brief
at 34, citing Exh. AG-JRW (Supp.) at4). Using the CAPM, the Attorney General estimated
equity cost rates of 7.9(ercent for both the Water and Gas Proxy Groups (Attorney General
Brief at 34, citing Exh. AG-JRW (Supp.) at4). The Attorney General asserts that each of
the components of the inputs to the CAPM are reasonable and appropriate (Attorney General
Brief at 30).

The Attorney General claims that the allowed ROEs for water, electric, and gas
utilities have declined with interest rates and capital costs over the past ten years (Attorney
General Brief at35, citing Exh. AG-JRW at5-6; Attorney General Reply atl3, citing
Exh. AG-JRW at37-38). According to the Attorney General, the average allowed ROE for

these groups was approximately 9prcent as of 2017 (Attorney General Brief &5, citing

171 On reply, the Attorney General argues that the Company has an S&P issuer credit

rating of A+ (Attorney General Reply at14, 15, citing Tr. 4, at 629).
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Exh. AG-JRW at5-6). The Attorney General maintains that as of the first quarter of 2018,
the average allowed ROEs for electric and gas companies were Bfcent and
9.68 percent, respectively (Attorney General Brief &5, citing Exh. AG-JRW (Supp.)
at 6-7). She contends that the updated authorized ROE for water utilities declined to
9.23 percent (Attorney General Brief at35, citing Exh. AG-JRW (Supp.) at6-7).

The Attorney Gener al recommends that the D
cost of capital because the Company has not supported its request (Attorney General Brief
at 36). For instance, the Attorney General contends that Aquarion does not providésfac
arguments, such as traditional ROE studies on the market cost of equity capital in current
mar kets, to support the Companyodsl2plB)ofhesed RO
Attorney Gener al claims that t heout@atedifprimaulay 6 s r e
in the Departmentdos regulations, which relies
General Reply atl2, citing Exh. JRW at39-40; 220 CMR 31.00 et seq). Further, the
Attorney General maintains that Aquarion did not conduct arntydies to demonstrate that the
comparison ROEs from seven water and gas distribution ROE decisions by the Department
would be appropriate in this proceeding (Attorney General Replyl&13). The Attorney
General also contends that the Company providedempirical studies or evidence to show

whet her Aquarionds proposed Hegeé&dBhefeld s t he st a

(Attorney General Reply ail3). In contrast, the Attorney General asserts that she provided
substantial evidence and analyses suppaytiner proposal by conducting traditional DCF and

CAPM studies to measure the market cost of capital in current markets (Attorney General
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Brief at 36; Attorney General Reply atL3). According to the Attorney General, the

Company has not proven that herecemmended ROE of 8.percent would impair

Aguarionds financi al i ntegrity, restrict 1its
comparable to returns on investment of similar risk (Attorney General Replylat 14, 15).

Finally, the Attorney Gereral argues that her recommended ROE of &@ércent is higher

t han Aquarionds ear negverRt®darnedROE, theCGomaanyygié@ ar s an
not claim that it was unable to attract capital (Attorney General Replylat, 15, citing

Exh. TMD at 3). Based on the foregoing, the Attorney General contends that the

Department should set the allowed ROE no higher than 8.7 percent (Attorney General Brief

at 36; Attorney General Reply ail5).

b. Hingham and Hull

Hi ngham and Hul | cont e nedl ROEhsado highlamd Company 0
recommend fAa significantly | ower | evel 0 based
Brief at 22). According to Hingham and Hull, their recommendation is supported by the
optional formula provided in 220CMR 31.03; areductionofr sk ari sing from AQ¢q
acquisition by Eversource; Aquarionbés size co
similar water companies; and interest rates on U.S. treasuries (Hingham/Hull BrieR2126).

Hingham and Hull argue that interest ratder U.S. treasuries, the prime rate, the London
Interbank Offered Rate index, the Federal Funds Rate, and indices that track home mortgage

rates are at or near altime lows (Hingham/Hull Brief at26).
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Hingham and Hull argue that applying the formula pvaed in 220CMR 31.03,
given todayods financi al conditions and the ci
of approximately 5.9percent (Hingham/Hull Brief at23). According to Hingham and Hull,
applying the same f or mielcase, based ontihe 4@ementp any 6 s pr
30-year U.S. Treasury yield at that time, resulted in a calculated ROE of 7p&rcent
(Hingham/Hull Brief at 23). Hingham and Hull contend that this is an indication that the
Companyb6s ROE goi ng f wedtoaxcekdtselcurrantleveln ot be al |
(Hingham/Hull Brief at 23). Hingham and Hull state that their recommendation is based on
the formula: Allowed ROE = Index + 3.0 percent, where the index is the average of the
monthly rates on 36year U.S. Treasury bonds fothe most recent twelve months.€.,
calendar year 2017) (Hingham/Hull Brief a&23). Hingham and Hull maintain that the index
average is 2.87percent (Hingham/Hull Brief at23). Hingham and Hull conclude that
5.9 percent is at the low end of a range fAROEs (Hingham/Hull Brief at23). For these
reasons, Hi ngham and Hull c¢laim that the Comp
exceed the current level (Hingham/Hull Brief é23).

Further, Hingham and Hull argue that because Aquarion is a large privatater
company and is owned by a larger companyg., Eversource), its financial risk is less than
most companies selected for a comparison group (Hingham/Hull BrieRd). For example,
Hingham and Hull maintain that Aquario€ Té s al | owe dperdR@&d i s 9. 6 3
AquarionrNHG6 s al | o we gercBnO(Hinghasn/Hall.BBef at24). According to

Hingham and Hull, AquarionCT and AquariorNH have earned ROEs at or above their
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allowed ROE since 2014 (Hingham/Hull Brief a24-25). Hingham and Hull claim that
Eversourceds acquisition of Aquarion Water Co
rates, will result in lower ROEs for AquarionCT and AquariorNH in their next rate cases
(Hingham/Hull Brief at 24-25). Therefore, Hingham and Hull assert that givetie sizes of
AquarionCT and AquarionrNH, their comparable financial risks, and having the same
holding companyiie., Ever source), Aquarionb6és all owed RO
affiliatesd ROEs and at the | ow aamd of those
(Hingham/Hull Brief at 24-25).

Hi ngham and Hull also contend that the Com
companies in Massachusetts is irrelevant, because these ROEs aref alste and two of the
comparison companies have different risk proléhan Aquarion (Hingham/Hull Brief aR5).
Hingham and Hull claim that these two water companies are much riskier investments
because they are much smaller than the Company and neither is owned by a large, financially
strong holding company like Eversouae (Hingham/Hull Brief at25). Hingham and Hull
argue that water companies owned by a large, monopolistic utility makes that water company
considerably |l ess risky investments from an i
at 26). Therefore, Hinghamand Hull maintain that these comparison water utilities in
Massachusetts provide evidence that the Compa
(i.e., 2-3 percent) than the 10.%ercent that these companies were granted (Hingham/Hull

Brief at 25).
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According to Hingham and Hull, the average ROEs for water, gas, and electric
utilities have been trending down since 2009 (Hingham/Hull Brief2%). Hingham and Hull
contend that this trend will not reverse soon (Hingham/Hull Brief @b). Further, Hingham
and Hull di sagree with the Companyds position
to investors because water is essential to human life (Hingham/Hull Brie2&). Hingham
and Hull argue that the Company faces little risk of losing nmaat share because it is a
monopoly provider of an essential service to all customers in its serviegitory
(Hingham/Hull Brief at 26).

For these reasons, Hi ngham and Hul | recomm
in the range of 8.2percent to 9.2percent (Hingham/Hull Brief at26-27). The Company
argues that an ROE set between 8a@2rcentand 9.2 er cent preserves the C
financi al integrity and me edlmvingtheconipanptar t ment 6
attract capital on reasonable tas; and (2)be comparable to return on investments of similar
risk (Hingham/Hull Brief at 26-27).

Hingham and Hull additionally propose a downward incentive adjustment to
incentivize the Company to reduce itdAW to at least 15percent (Hingham/Hull Brié
at 27). Finally, Hingham and Hull recommend a further downward adjustment if the
Department appr oves NebhanisQassaning that thélecpanisnp o s e d
would reduce regulatory |l ag for capital i mpr o
financ i a l ri sk associated with recovery of a | ar

improvements (Hingham/Hull Brief a4, 27). On brief, Hingham and Hull revise their
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recommended ROEs from those proposed in testimony and argue that an ROE gb&.éent
would be appropriate, recommending an adjustment to §drcent related to the UAW
incentive and a further adjustment to 8.2ercent if the Department approves the proposed

Mechanism(Hingham/Hull Brief at 26-27).1"2

C. Company

The Company argues that the Departmien s houl d adopt Aquarionds
ROE of 10.5 percent (Company Brief af1). The Company contends that because it elected
to use the optional formula set forth in 22CMR 31.03, it is deemed to have presented a
prima facie case for its ROE and estabhed a rebuttal presumption that the application of the
formula results in a fair and reasonable ROE (Company Brief#8, citing 220 CMR 31.02;
Company Reply atl2, citing 220 CMR 31.02). Aquarion claims that the Attorney General,
Hingham, and Hull dismss the notion that the optional formula is intended to reduce the cost
of litigating water rate cases by simplifying the process of setting the allowed ROE

(Company Reply atl1, citing Generic Cost of Capital for Water Companie®.P.U. 85115,

at 2-3 (198)). According to the Company, the optional formula is designed to balance the
loss of precision in setting ROE with administrative advantages (Company Repllaftciting
D.P.U. 85115, at2-3). Moreover, the Company notes that it is contradictory fohe

Attorney General to dispute $15,000 in rate case expense for an external consultant while

172 |n their supplemental testimony, Hingham and Hull proposed an ROE of @drcent,

recommending a further adjustment to 8fercent as an incentive to reduce UAW,
and to 7.75percent in the event thathe proposedviechanismis approved §ee
Exh. TOWNS-DFR (Supp.) at18).
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simultaneously claiming that the Department s
because Aquarion did not rely on an external expert (Company Replyta12). The
Company argues that by forgoing the services of an ROE expert witness, it reduced costs and
acted in the best interest of its customers and itself (Company Repl{ 2t
Aquarion maintains that its authorized ROE must allow it to maintain its creaind

ability to attract capital in the future (Company Brief af0, 74, citing Boston Edison v.

Departmentof Public Utilities, 375 Mass. 305, 315 (1978)citing Hope 320 U.S.at 603;

New EnglandTelephone and Telegraph CompanryDepartment of Pulic Utilities,

327 Mass. 81, 88 (1951); Massachusetts El&ec Companyv. Department of Pulic Utilities,

376 Mass. at 299; Attorney Gereral v. Department of Pulic Utilities, 392 Mass. at265).

Further, Aquarion maintains that its ROE should be determined sottihds commensurate
with the returns for companies with similar risks, namely companies without a revenue
decoupling mechanism and an infrastructure recovery mechanism (Company Brigg-Z0,

75, citing Attorney General v. Department of Public Utilities392 Mass. at266; Hope

320 U.S. at 603).

Aguarion contends that the Department shou
recommended allowed ROEof8ger cent and Hingham and Hull 6s
ROE of 8.4 percent because they deny the Company a faite of return and the ability to
attract capital (Company Brief at3, 75). The Company argues that without a fair return, it
will not be able to attract investors to maintain safe and reliable service (Company Brief

at 70). Aquarion contends thatth&dt t or ney Gener al 6s rpercestmmended
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would undermineits ability to sustain utility operations and attract capital at a reasonable cost
(Company Brief at74, 75; Company Reply atl3). Because other water utilities earn an
ROE higherthantheAt t or ney Ge ner al pesent, Aqoavian assentsltieadit 8 . 7
would be more difficult to retain and attract investors because it would be at a comparative
disadvantage (Company Brief &5; Company Reply atl3). Further, Aquarion maintains
thattre At torney Gener al 0s percertie sigmicantydoder R&ADE of 8. 7
allowed ROEs by the Department over the last two decades (Company Briéfgt The
Company argues that if its ROE is below the ROEs of similar water utilities, its customers
will be harmed (Company Reply at3).

According to the Company, its proposed ROE of 10zercent is below the ROE of
11.5 percent permitted by 22@MR 31.00 (Company Brief af71, citing Exh. TMD at 28).
Thus, Aquarion maintains that the Attorney Genedas r e c o mme n d epelceRI®OE o f 8.
also below the ROE permitted under the optional formula in 28BMR 31.03 (Company
Brief at 73, citing Exh. TMD at 28-29). Moreover, the Company argues that Hingham and
Hull calculate an ROE of 5.9percent based otheir erroneous interpretation of

220 CMR 31.03 (Company Brief at76, citing Attorney General v. Department of Public

Utilities, 392 Mass. at262, 266). Therefore, the Company maintains an ROE of

10.5 percent is consistent with recently allowed ROEs for watatilities and that the
recommended ROEs from the Attorney General and Hingham and Hull are well below ROEs
recently awarded to other water utilities in Massachusetts with similar risks (Company Brief

at 72-73, 7576, citing Exh. TMD at 28; Company Reply &812). Further, the Company
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maintains that the Department has previously recognized the difficulties facing small water

companies in obtaining access to capital markets (Company Brief@Gat 1, citing Aquarion

Water Company of Massachusett®.P.U. 11-55, at 24 (2011); Sheffield Water Company

D.P.U. 09143, at 10 (2010);Assabet Water CompanyD.P.U. 08-49, at 8 (2008); Assabet

Water Company D.P.U. 08-9, at 10 (2008); Assabet Water CompanyD.P.U. 087, at 8

(2008); Assabet Water CompanyD.P.U. 07-34, at 9 (2007); Dover Water Company

D.T.E. 04-50, at 9 (2004); Sheffield Water CompanyD.T.E. 00-75, at 5 (2000); Blackstone

Gas CompanyD.T.E. 9891, at 6 (1999); Generic Cost of Capital for Water Companies

D.P.U. 96-90-A at 8-9 (1997)). Therefore,Aquarion argues that the Department should

adopt the Companyo6s r pecaniCompadyBdefad®IPE of 10. 5
Moreover, Aquarion contends that its proposal to reduce the ROE from 1pdrcent

to 10.5 considers the current interest rate environnié@ompany Brief at71-72, citing

Exh. TMD at 30). According to the Company, U.S. Treasury yields have been increasing as

the Federal Reserve changes its monetary policies (Company Brigfatciting Exh. TMD

at 30-31; Tr. 4, at 610; Company Reply atl2). Further, Aquarion argues that the

Department granted ROEs of 10.percent to other water utilities while the 3§ear

U.S. Treasury bond rate was lower than the current rate (Company Reply 2413, citing

Exh. TMD at 30-3 1) . Additionally, the Company maint a

witness acknowledged rising U.S. Treasury yields (Company Replyi&). Therefore,

Aquarion maintains that the current interest rate environment does not dictate a lower ROE

(Company Bref at 76; Company Reply atLl).



D.P.U. 17-90 Page277

In addition, Aquarion argues that the Department does not rely on the DCF model and
the CAPM approaches that the Attorney Gener al
(Company Brief at73, citing D.P.U. 14-150, at 342-344, 349350). Further, the Company
asserts that the utilities in the proxy groups relied upon by the Attorney General are larger
than Aquarion (Company Brief at4). According to the Company, the Department
Arecogni zes that a ropriateffactonty bie sonssdereden evalsiatirgthe a p p
relative risk of a company ver su®citigat of a p
D.P.U. 12-86, at 268).

According to Agquarion, the Attorney Genera
from the Campany because they typically have cost recovery mechanisms that water
companies do not have (Company Brief @4, citing Exh. TMD at 28-29). Moreover,
Aquarion maintains that the Department has previously allowed ROEs for gas companies
above the 8.7percent ROE recommended by the Attorney General in this case (Company
Brief at 74, citing D.P.U. 14-150, at330, 367; D.P.U. 15-80/D.P.U. 1581, at 262, 294).
Thus, compared to gas utilities, Aquarion argues that its proposed ROE of 109e5cent is
reasonabldecause gas utilities are larger and have infrastructure tracking and revenue
decoupling mechanisms (Company Brief a2, citing Exh. TMD at 28-29). In comparing
itself to the Attorney Gener pdrcénd, tht\Gommany Pr o xy
arguesthat the Department should consider that the water companies in the comparison group
have much higher common equity ratios than the Company (Company Briéftciting

Tr. 4, at 624625, 629).
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Il n response to Hingham and ddggdntendssthatdthener s hi
Department recognizes that a local distribution company is a separate legal entity from the
holding company andtherefore has different capital requirements (Company Brief &,
citing D.P.U. 13-75, at 276). Accordingly, the Compaly argues that the Department should
not reduce its proposed ROE because it is owned by Eversource (Company Brié6at
Il n addition, the Company disputes Hingham
experience reduced financial risk arising from thdechansm (Company Brief at105).
Aquarion contends that the Companyé6s peer com
ratemaking mechanisms in place that allow for recovery of capital cost recovery mechanisms
(Company Brief at105). Therefore, accordingo Aquarion, the Company will not
experience reduced risk as compared to peer companies if the Department approves the
proposed Mechanispbut rather, is riskier without it (Company Brief at105). Further, the
Company argues that the Attorney General diwdt make any downward adjustment for the
proposed Mechanismand that Hingham and Hull did not proffer any evidence establishing
that the Company will experience less risk (Company Brief Hd5). Finally, the Company
contends that it is losing money and paot meet its debt coverage ratiqg€ompany Brief
at 105). Accordingto Aquarionici r cumst ances ar e dMeclmdsmand ap
is not going to fundamentally alter the situation to make the Company less risky than its
peers (Company Brief al05).
In consideration of qualitative factors in determining the ROE, the Company argues

that it was ranked first in customer satisfaction in 2016 by JD Power for investawned
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water utilities (Company Brief af72, citing Exh. TMD at 31). Further, Aquarion maintains

that it has improved communications witlnunicipalities constituents, and stakeholders in its
service territory (Company Brief a2, citing Exh. TMD at 31). Finally, the Company

asserts that it has significantly invested in its system through the replacement of aging
infrastructure, thereby growing rate base by J&rcent since its last rate case (Company

Brief at 72, citing Exh. TMD at 31). For these qualitative reasons, Aquarion argues that the
Department should allow an ROE that is equivalent or better than its peers in the water utility
industry (Company Brief af72, citing Exh. TMD at 31). For all these reasons, the Company
assertsthatth®epar t ment should reject the Attorney C
recommended ROEs and adopt its proposed ROE of 1pescent (Company Brief a?2,

75-76).

5. Analysis and Findings

a. Introduction

As noted above, Aquarion has requested a 1@&rcent ROEbased on the
Department s optional cost GQGMR 3L0A.pTihda Adtdrneyne t h o d
General has proposed an ROE of 8percent, based on the results of DCF and CAPM
analyses. Hingham and Hull have proposed an ROE of 8.d@ércent, basedn part on an

incentive to lower UAW, and recommend further reducing the ROE to 8p&rcent,
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depending upon the Department 6 sMedharssmosi ti on o
(Hingham/Hull Brief at 26-27).1"2

First, the Department will consider the applicatin of t he Departmentos
of capital met hod in this proceeding. Next,
of proxy groups, followed by the quantitative aspects of her financial models. Finally, the
Department will examine the qudétive factors that warrant consideration in determining an
appropriate ROE for Aquarion.

b. Generic Cost of Capital

In D.P.U. 85115, the Department adopted 220 CMR 31.@ seq, instituting an
optional formula for water companies to use in establishingeqjuested ROE. The regulation
was promulgated with the intent to establish a fair and reasonable allowed ROE for water
utilities, while sparing these companies additional administrative and litigation costs that
could further er odaeas. Seceld.RU. 85ld5SmpB3ni esd ear nin
For a water company with a common equity ratio in excess of 25 percent but below
75 percent equity, 220 CMR 31.0(t seq, allows an ROE that is equal to the twelvenonth
average of 3@year U.S. Treasury bond yields, including the interest rate published on or
near to a date four months following the proposed effective date of the rates, plus three
percentage points. 22€CMR 31.01, 31.03. Once a water company elects to use the optional

formula set forth in 220CMR 31.03, it is deemed to have presented a prima facie case

173 As noted above, on brief, Hingham and Hull revised ¢ir proposed ROE from that

proposed in testimony.






